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Why a Fidelity-Surety Issue? 


By DAVID PORTER 


v. issuE of THE CASUALTY AND SuRETY JoURNAL breaks with prece- 
dent in being devoted entirely to fidelity and surety insurance, in 
the conviction that an over-all survey of this wide and varied field will 
be a practical aid to agents who are already familiar with bond produc- 
tion, and perhaps prove stimulating to those who may not, thus far, 
have discovered its rewarding possibilities. 

Among other things, it is hoped that the articles on the following pages 
will dispell two mistaken assumptions: First, that fidelity and surety 
bonds are highly technical instruments with something of deep mystery 
in them, intelligible only to the specialist, and consequently more bother- 
some to handle than insurance policies; and, second, that the premium 
income from bond production is too meager to warrant the effort entailed 
in learning the business. 

Insurance producers who have gone into fidelity and surety bond pro- 
duction, not as a side line, but as a major line of their business, have 
amply proved that both assumptions are false. They have demonstrated 
that the techniques of fidelity-forgery-surety bonds are not diffi- 
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cult to master, and that the premium income is by no means inconsider- 
able. They have, moreover, discovered that bond production provides 
an admirable entree to other lines, opening up avenues of business that 
are natural complements to each other. 

Seven writers, each an experienced and qualified authority in his own 

bond field, have prepared articles on the seven major fidelity and surety 
lines for this issue of THE JouRNAL. 
The contents of the articles are 
broadly informational, and it is 
hoped this issue as a whole may 
serve as a concise manual which 
the producer may keep within fin- 
ger-tip reach to aid him in produc- 
ing bond business. 

The articles are intended not 
merely as sales stimuli, but also 
as basic education presentations. 

These are the facts; these are the 
ABC’s of the major bonding lines; 
this is the under-structure upon 
which the agent may build as high 
and as enduringly as his own en- 
thusiasm and energy will permit, 
with no real limits to confine him. 

In addition to the data on the David Porter 
following pages, the producer would 
do well to use the facilities of the companies engaged in the fidelity- 
surety business which maintain training schools, home office study courses 
or correspondence courses, as well as the education program of the Na- 
tional Association of Insurance Agents and the fidelity-surety courses 
offered by the various insurance societies and colleges throughout the 
country. It is hoped that his broad bond knowledge will then be reflected 
in higher premium income and in his increased stature within his own 
community. 

rs 





¢ Never have fidelity bonds cost 
so little—never has the lack of 
them cost so much; yet only 
about 10 percent of available 
insureds have this vital pro- 
tection 


The Fertile Fidelity Field 


OSSES COVERED by fidelity bonds 
L differ in one outstanding char- 
acteristic from losses covered by all 
other kinds of insurance. Dishonesty 
losses are not usually discovered at 
the time of occurrence, whereas 
losses caused by fire, burglary, acci- 
dent, automobile liability, and so 
on, are fully known at the time of 
their happening or cannot be hid- 
den for any period of time. 

Dishonesty losses are insidious, 
in that they may have been con- 
suming the insured’s assets, whether 
merchandise, money or securities, 
over a long period of time while 
the insured was entirely unaware 
of what was going on. Unfortun- 
ately, the insured who has full faith 
and confidence in his employees in 
confidential positions is unsuspect- 
ing of any wrong-doing. That is 
why audits, employee investiga- 
tion, long periods of trustworthy 
employment are not the answer. In 
too many cases the longer the pe- 
riod of trusted employment, the 
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greater the opportunity for causing 
a dishonesty loss because the de- 
faulting employee has learned from 
his experience how to conceal more 
readily his dishonest acts, and be- 
fore his defalcations are discovered 
the total loss has reached large pro- 
portions. Therefore, the only sure 
safeguard is dishonesty insurance 
offered by a fidelity bond which no 
good business man can do without. 

One of the outstanding similari- 
ties between dishonesty losses and 
losses covered by other kinds of 
insurance is that they result from 
an accident or event over which the 
insured has little or no control. 
Dishonesty may be induced in a 
weak employee by extravagance in 
his family, sickness, bad luck at the 
gambling table or race-track, or by 
living a “champagne” social life and 
otherwise trying to keep up with 
the Joneses. Consequently, insurance 
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against dishonesty within is just as 
vital a part of any concern’s pro- 
tection as fire, burglary and theft, 
liability, boiler and machinery or 
other similar coverages. 


TEN PERCENT ARE COVERED 

Statistics, however, indicate that 
much has to be done before this 
fact is recognized by businessmen. 
Responsible authorities have esti- 
mated that while 76 percent of fire 
losses are covered by fire insurance 
policies, only about 10 percent of 
dishonesty losses are covered by 
fidelity bonds, even though a busi- 
ness house can be wrecked more 
easily from within than by any 
casualty or outside event. 

The fidelity bond in general is a 
very simple and easily understood 
contract. It is insurance against loss 
caused by fraud or dishonesty on 
the part of any officer or any other 
employee. An insured does not need 
to have large amounts of money or 
securities to be a victim of this kind 
of stealing. Loss of merchandise is 
just as real a loss to an insured, and 
just as likely to occur as is loss of 
cash or securities. Employers have 
suffered losses of such items as bur- 
lap bags, butter, paper, wearing 
apparel, lumber, corrugated pipe, 
diamonds, aspirin, tooth paste, li- 
quor, threshing type- 
writers and business machines. 

Independent authorities estimate 
that upwards of $500,000,000_ is 


machines, 
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lost annually to industry and busi- 
ness through employee frauds. Of 
course, this would be only the 
amount which becomes public in- 


formation. There is no of 
knowing how much more is lost 
either in undetected dishonesty or 
in cases which for one reason or 
another are suppressed. No business 
is immune from dishonesty losses; 
there is hardly one that has not 
been visited by them at some time 
or another. Records are well sup- 
plied with business failures resulting 
of trusted em- 


way 


from dishonesty 


ployees. 


IMPORTANT As CREDIT 

Fidelity bonds (or dishonesty in- 
surance) are becoming an impor- 
tant factor from a credit point of 
view. Credit managers appreciate 
that fidelity bonds, like other insur- 
ance coverages, are of vital impor- 
tance in the support and protection 
of the financial stability of a seeker 
after credit. When a concern pur- 
chases adequate fidelity bond cov- 
erage it knows exactly what the 
dishonesty hazard will cost as a part 
of the fixed price of conducting its 
business. By this method the cost is 
small, fixed and regular; otherwise 
the outlay will be unpredictable 
and, as shown by the experience of 
many employees, may prove to be 
disastrous. 

Dishonesty insurance is available 
in several different forms of con- 
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tracts, of which the most elemen- 
tary are the individual and schedule 


bonds. 


Individual and Schedule Bonds 


Individual and schedule fidelity 


bonds are available for insureds 
who want to provide dishonesty 
coverage on certain designated offi- 
cers or employees. The individual 
bond, of course, covers only a single 
named employee for a_ specific 
amount. The schedule bond is used 
when the insured decides to select 
more than one, but not all, employ- 
ees for coverage. A schedule is 
attached to, or made a part of, this 
bond in which listed: (1) the 


name of the employee and_ the 


is 


amount of coverage desired, if a 


name schedule bond, or (2) the 


position occupied by the employees 
and the amount of coverage desired 


the if a position 
schedule bond. 

The terms, conditions and limita- 
tions of individual and schedule 
bonds differ in various surety com- 
pany forms, and it is well to con- 
sider in deciding upon coverage 
these four important features: (1) 
Acts covered; (2) Period within 
which to discover losses; (3) Auto- 
matic coverage afforded on new 
employees or positions; (4) Distri- 
bution of salvage between insureds 
and surety companies. 


on occupants, 


The rating manual divides indi- 
vidual and schedule bonds into 


- 


IDELITY FIELD 0 


classified and unclassified lines of 
business, and prescribes a rate based 
upon the aggregate volume of lia- 
bility. The rate per thousand in 
most classifications becomes less as 
the premium volume increases. The 
various breaking points depend up- 
on the classification of the insured. 


Edgar F. Foster 


Fidelity Blanket Bonds 

Fidelity blanket bonds have 
largely replaced individual and 
schedule fidelity bonds. The Surety 
Association of America has stand- 
ardized two different forms of blan- 
ket contracts: (1) The primary 
commercial blanket bond and its 
equivalent, Insuring Agreement 1 
of the comprehensive dishonesty, 
disappearance and destruction pol- 
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icy, Form A; and (2) the blanket 
position bond and its equivalent, 
Insuring Agreement 1 of the com- 
prehensive dishonesty, disappear- 
ance and destruction policy, Form 
B. Any commercial or industrial 
business house is eligible for these 
forms. 


OUTSTANDING ADVANTAGES 

Both the primary commercial 
blanket bond and the blanket posi- 
tion bond have the following out- 
standing advantages over the indi- 
vidual and schedule forms of bond. 

1. The fidelity blanket bond cov- 
ers all employees. The coverage ex- 
tends from the president of the 
company down to the lowest work- 
ing employee. Old employees can- 
not be offended, for the simple 
reason that they are not being sin- 
gled out. Those employees also are 
covered who do not handle money 
and securities and on whom no pre- 
mium is charged. 

Dishonesty losses are not confined 
to money and securities and, as 
illustrated above, may consist of 
merchandise ranging from _tooth- 
picks to flying machines. 

2. The full amount of the fidelity 
blanket bond is carried on all em- 
ployees. It is no longer necessary to 
designate the amount of coverage 
to be carried on the president, 
treasurer, bookkeeper, or any other 
employee. In the schedule bond, for 
example, the amount of coverage 
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carried on a bookkeeper is often in 
a normal amount; however, the rec- 
ords are full of large losses caused 
by bookkeepers. The amount of the 
blanket bond applies to all employ- 
ees in accordance with its terms. 

3. Automatic coverage on new 
employees. Fidelity blanket bonds 
cover all new officers and employees 
taken on by the insured during the 
premium period, without any addi- 
tional charge except in the case of 
merger or consolidation. This cov- 
erage is automatic and does not re- 
quire notice of any kind, except in 
case of merger or other contingen- 
cies. 

4. The fidelity blanket bond car- 
ries “group coverage.” Under group 
coverage, the insured may recover 
for a dishonesty loss even though 
unable to identify the employee 
causing the loss. It is only necessary 
that the insured furnish reasonable 
proof of dishonesty on the part of 
any employee or group of employ- 
ees without identifying the specific 
ones responsible. 


Primary Commercial Blanket Bond 


The primary commercial blanket 
bond gives the insured protection 
against loss sustained through any 
fraudulent or dishonest act com- 
mitted by any one or more employ- 
ees. This coverage includes loss of 
money or other property, real or 
personal, belonging to the insured 
or for which the insured is legally 
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Dishonesty may be induced by bad luck at the gambling table 


liable, or held by the insured in any 
capacity, whether or not the insured 
is legally liable therefor. 

The distinctive feature of the 
primary commercial blanket bond 
is that it covers loss occasioned by 
any one employee, or group of em- 
ployees, acting in collusion, up to 
the full amount of the bond. If two 
or more employees are stealing sep- 
arately and individually, the total 


bond amount is available on each; 
however, if they are operating in 
collusion recovery is limited to one 
bond amount. 

Terms, conditions and limitations 
of this bond are as follows: 

1. Definition of employees. The 
definition of employees in the bond 
includes officers and employees, 
whether compensated by salary, 
wages or commissions. It does not 
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include brokers, factors, commission 
merchants, consignees, or any other 
agents. 

2. Group coverage. The primary 
commercial blanket 
loss caused by one or more uniden- 
tifiable employees, provided the in- 
sured reasonably establishes that 


bond covers 


the loss was due to a dishonest or 
fraudulent act coming within the 
provisions of the bond. The amount 


of recovery on account of such loss 
is limited to the penalty of the 
bond. In this connection it should 
be remembered that if such 
loss is disclosed by an inventory the 
evidence must conclusively prove: 
(a) that such loss was due to dis- 


any 


honesty or fraud of one or more 
employees, and (b) the actual 
amount thereof. 

3. Non-reduction of liability. Any 
loss paid under this bond does not 
affect the liability of the under- 
writer for any loss regardless of 
when sustained. The only limitation 
is that the total liability of the 
underwriter on account of loss or 
losses caused by any employee, or 
in which such employee is con- 
cerned or implicated, shall not ex- 
ceed the amount of the bond. 

4. Indemnity against loss under 
prior bond or policy. These bonds 
provide that any loss which would 
have been recoverable under a prior 
fidelity bond or policy, except for 
the expiration of the discovery pe- 
riod thereunder, will be picked up, 
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subject to the terms and conditions 
of the paragraph. 

5. Term. This bond is written for 
an indefinite term. 

6. Discovery period. The insured 
has twelve date of 
cancellation of the bond in its en- 
tirety in which to discover losses. 

7. Joint insured. This provision 
permits the inclusion of two or more 


months from 


eligible insureds under the one 
bond, and authorizes the first named 
insured to act for and on behalf of 
other concerns included thereunder. 

8. Limit of liability under bond 
for prior insurance. This paragraph 
provides that there shall be no cu- 
mulation of liability between this 
bond and any prior bond issued by 
the same underwriter. 

9. Other insurance. This form is 
excess over any other insurance car- 
ried by the insured that provides 
indemnity for the same loss. 

10. Salvage. The insured is re- 
imbursed for any excess loss before 
the underwriter participates in the 
salvage or recovery. 

The minimum amount of the pri- 
mary commercial blanket bond is 
$10,000. These bonds may be writ- 
ten in multiples of $2,500 from that 
amount, up to and including $25,- 
000. Thereafter, penalties must be 
$5,000 


in multiples of with no 


maximum limit. 


Blanket Position Bond 


The blanket position bond pro- 
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tects the insured against loss 


through fraudulent or dishonest 
acts of employees in the same man- 
ner as the 
blanket bond. 
The feature of the 
blanket that it 
covers each and every employee up 
to the full amount of the bond. This 
is true whether or not the employ- 


primary commercial 
distinctive 


position bond is 


ees. are acting singly or in collusion 
in causing the loss. The full amount 
of the bond is available on each. 
Thus, if a blanket position bond is 
issued in the penalty of $10,000 
and three employees are dishon 
estly implicated in causing a loss, 
the limit of liability is $30,000; 
whereas if the same three employ- 
ees were in collusion in causing 
such a loss under a primary com- 
mercial blanket bond in the amount 
of $10,000, the limit of liability is 
$10,000. 

The terms, conditions and limita- 
tions are as follows: 

1. Definition of employees. Same 
as that of the primary commercial 
blanket bond. 

2. Group coverage. This clause 
is more essential to the blanket po- 
sition bond than to the primary 
commercial blanket bond, in order 
that 
bond amount. 

3. Multiple liability. The 
standing characteristic of the blan- 
ket position bond is the fact that 


recovery be limited to one 


out- 


coverage applies to each and every 
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employee for the face amount of 
the bond. 

All the other terms and condi- 
tions applicable to the primary com- 
mercial blanket bond are equally 
applicable to the blanket position 
bond. The only difference lies in 
the fact that the discovery period 
under the blanket position bond is 
two years following termination of 
the bond in its entirety, in lieu of 
one year for the primary commer- 
cial blanket bond. 

The amount of the 
blanket position bond is $2,500. 
It may be written in multiples of 
$2,500, up to and including $25,- 
000; thereafter, penalties must be 
in multiples of $5,000 with a max- 
imum penalty limit of $100,000. 


minimum 


Specific Excess Indemnity 

Under both the primary commer- 
cial blanket bond and the blanket 
position bond, the insured may 
carry additional protection on the 
persons occupying certain desig- 
nated positions. If the specific ex- 
cess indemnity endorsement is com- 
pleted in either bond, the insured 
must designate the person causing 
the loss before recovery may be 
had. Of course, the insured still has 
group coverage to the amount of 
the blanket bond itself. 


Combined Bonds 


A combination of the coverages 
of the blanket position bond and 
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the primary commercial blanket 
bond shows that each serves a dif- 
ferent purpose. In order to deter- 
mine which is more appropriate for 
an insured, it is necessary to com- 
pare not only coverages but also 
premium costs. Since the premium 
cost of the blanket position bond 
has been reduced, the sale of such 
form has increased for smaller 
businesses. 

A combination of blanket posi- 
tion bond, primary, and primary 
commercial blanket bond, excess, is 
available for any business. Under 
this combination the insured re- 
ceives the broad benefits of the 
blanket position bond for collusive 
losses and the excess benefits of the 
primary commercial blanket bond 
for a catastrophic loss caused by a 
single employee or by employees 
in collusion. 


Fidelity business represents a fer- 
tile field for sales operations. In 
view of the fact that only approxi- 
mately 10 percent of available in- 
sureds are protected by fidelity 
bonds, the agent is definitely in a 
position to develop new business. 
It is not necessary to take this kind 
of insurance away from other com- 
panies. Fidelity insurance is not 
sold to take care of the small losses 
sustained by an insured, but rather 
to cover those losses which may 
seriously impair the financial struc- 
ture of the concern. This coverage 
should be sold in sufficiently large 
amounts to fully protect the insured 
against all contingencies. 

Never have fidelity bonds cost so 
little; never has the lack of them 
cost so much, 


te 





on page 30.—Ed. 





CORRECTION 


In the December issue of the JouRNAL, Oscar 
W. Carlson was incorrectly featured as the current 
Insurance Commissioner of Utah. Mr. Carlson’s 
successor, Lewis M. Terry, took office on May 1, 
1949. His picture and biographical sketch appear 














. . . ACCIDENT 
Crossed Wires. A young naturalist, 


roaming through the woods testing his 
ability to imitate squirrel chatter, did 
so well he was shot and wounded by 
his father, who was out in the woods 
hunting squirrels (Wolfsville, Md.). 


. . . AUTOMOBILE 
Smooth Explanation. An arrested mo- 
torist who was called upon by the 
judge to state why his car crashed 
into a house, gave the following ex- 
planation: he thought that somebody 
else was driving (Memphis, Tenn. ). 


. .. BURGLARY AND THEFT 
Thorough Workers. In Memphis, 
neighbors noticed a large truck parked 
in front of a house whose owner was 
absent, but they thought no more of 
it until the owner returned. She found 
the following articles missing: two 
bedroom suites, a living room suite, 
an icebox, two stoves, a washing ma- 


ll 


chine, some tables and chairs and a 
lot of clothing . In Muskegon, 
Mich., a motorist left his stalled auto- 
mobile on the highway while he went 
looking for a garage. When he re- 
turned he found thieves had taken: 
five tires, a cigarette lighter, two 
wiper blades, two auto robes, a tube, 
a wheel, a box full of tools, the heater, 
a lantern, skid chains, a tow rope, a 
pint of brake fluid, two spark plugs, 
the distributor points, a can of oil, 
a quart of anti-freeze, a can of wheel 
grease, a pair of driving gloves, the 
defroster fans, two sideview mirrors 
and the radio aerial. The spotlight and 
battery were still there . . . Realism. 
After spending a week collecting ma- 
terial for a series of stories on pick- 
pocket thefts,.a newspaper reporter 
had the notes stolen from his pocket 
as he walked to his office (Winnipeg, 
Can. ). 


... LIABILITY 
Bonus. In Cleveland, O., a woman 
won a $5,000 award for injuries re- 
ceived when a slot machine fell on 
her as she leaned over to pick up a 
scattered jackpot. 


. . » MISCELLANEOUS 
Spooks. A householder and his wife 
were considerably alarmed to hear 
strange sounds issuing from behind 
the heater which blocked their fire- 
place. They removed the fixture with 
some trepidation, and out waddled a 
soot-covered and very angry duck 
which had in some way fallen down 
the chimney (Berkeley, Cal.) 
Glutton. Operation on a patient in a 
mental hospital resulted in removal 
from the stomach of the following: 
14 cot springs, a soda bottle cap, 31 
pieces of wire, 41 rocks, a bolt and 
a nut (Tuscaloosa, Ala. ). 





¢ Judicial bonds form one of the 
most important branches of 
suretyship, and agents will find 
it pays to understand them 
and be able to produce them 
promptly when they are wanted 


Judicial Bonds—A Vast Market 


FUNDAMENTAL discussion of any 
A important topic should be pre- 
faced by a definition, but judicial 
bonds embrace so many different 
species that an all-inclusive defini- 
tion is not easy. However, for our 


purposes we may consider a judi- 


cial bond as any undertaking or 
obligation required in support of a 
court proceeding or action. Under- 
writers of judicial bonds generally 
divide them into two main classes: 
fiduciary bonds, which are given in 
behalf of persons appointed to po- 
sitions of trust in proceedings in 
probate or equity courts, and court 
bonds given by litigants—plaintiffs 
or defendants—in court actions. 
Judicial bonds form one of the 
most important branches of surety- 
ship, and statistics show that up- 
wards of 75 percent of all judicial 
bonds fall within the fiduciary clas- 
sification. The agent who is anxious 
to find some new means of enlarg- 
ing his income should have, there- 
fore, more than a passing acquaint- 
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ance with judicial bonds, and par- 
ticularly should be well informed 
about fiduciary bonds. Frequently 
the latter are referred to as probate 
bonds because they are filed’ in the 
probate courts. 


Fiduciary Bonds 

The word “fiduciary” is derived 
Latin word “fiducia,” 
means trust. There is the 
definition of a fiduciary 
bond: one which guarantees the 


from the 
which 
basic 


performance of a trust. It is fun- 
damentally a fidelity obligation 
upon which is superimposed the 
obligation of faithful performance. 
These bonds are required of ad- 
ministrators of .decedents’ estates; 
executors of wills; guardians of mi- 
incompetents; trustees 
under wills or deeds to create an 
income, and such other trustees as 
are appointed by the courts. Re- 


nors and 
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ceivers in equity courts, state and 
Federal, and receivers and trustees 
in bankruptcy appointed pursuant 
to the Federal Bankruptcy Act, 
must file bonds falling within the 
fiduciary class. 


TREMENDOUS SOURCE OF REVENUE 

It is only within comparatively 
recent years that fiduciary bonds 
have been given by corporate sur- 
eties. Prior to the turn of the cen- 
tury nearly all such bonds in this 
country were signed by personal 
sureties because there were few, 
if any, corporate sureties organized 
for that purpose. At the present 
time, however, there are more than 
70 domestically organized corpora- 
tions which engage in this business 
and one would naturally conclude 
that all the probate bonds present- 
ly required in the United States are 


signed by corporate sureties. Sad 
to relate, this is not the fact. Sta- 


tistics reveal that more than 50 
percent of the fiduciary bonds ac- 
tually filed in the United States are 
still signed by personal sureties. 
This means that the corporate sur- 
ety companies and their agents 
have not done an adequate selling 
job in this vast field. If the pro- 
ducer will pause to reflect, it will 
take but a moment to realize the 
tremendous source of additional 
revenue that is slipping through his 
fingers. The real market for fidu- 
and the one upon 


ciary bonds, 
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which the agent should concen- 
trate, is the legal profession. 

Every underwriter has his pet 
ideas about fiduciary bonds, but all 
of them may be reduced to certain 
basic requirements which the pro- 
ducer will want to keep in mind 

attorney friends need 
bonds. Every fiduciary must be 


when _his 


Frank P. Casey 


able to withstand moral investiga- 
tion. If he is not a good fidelity 
risk he is not a suitable risk for a 
fiduciary bond, nor for any other 
surety obligation. His education, 
age. and business acumen are im- 
portant. If he is a successful busi- 
nessman he will probably be a bet- 
ter than average fiduciary risk. The 
ability and reputation of his attor- 
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ney are important factors, as are 
the conditions surrounding the risk 
itself; namely, the nature of the 
assets to be marshaled, preserved 
and distributed or invested. 


TERM OF RISK 


If the bond is required of an ad- 
ministrator or an executor, it is 
tabbed by underwriters as a short- 
term risk—that is, the duties of the 
fiduciary should be carried out 
within 18 to 24 months, and the 
bond cancelled. Therefore, it is not 
necessary for the underwriter to 
project himself far into the future 
in trying to assay conditions which 
may exist several years hence and 
which may affect the risk. How- 
ever, if the bond is required by a 
guardian of a minor or an incom- 
petent, or by a trustee of a long- 
term trust under a will, the under- 
writer will be looking for some 
added safeguards, such as the wil- 
lingness of the fiduciary to permit 
control of the assets jointly be- 
tween himself and the surety. If 
the risk is exceptionally large, joint 
control may be one of the require- 
ments, whether the risk is long or 
short in term. 

An administrator’s or executor’s 
bond guarantees that the person 
appointed to that position by the 
probate court will collect the assets 
of an estate left by a decedent, will 
reduce them to a liquid condition, 
and preserve them safely, pending 
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the filing and payment of claims 
and the decree of the court direct- 
ing distribution. In the case of an 
executor, the will, rather than the 
statute, will determine distribution. 
A bond required in behalf of a 
guardian either of a minor or an 
incompetent, or a trustee under a 
will, guarantees that the appointee 
will collect the assets and invest 
them in such securities as are la- 
beled proper for fiduciaries by the 
statutes, after he has set aside 
enough to support his ward, or the 
beneficiaries. In the case of a testa- 
mentary trustee, investment may 
be directed by the terms of the 
will. 

Bonds filed by receivers in equi- 
ty courts and by receivers and 
trustees in bankruptcy are general- 
ly looked upon as short-term fidu- 
ciary risks. The duty of the re- 
ceiver in equity proceedings is set 
out in the order of the court which 
appoints him; or in the appointing 
order, and in the order of the 
Bankruptcy Act in the case of a 
bankruptcy receiver. 

A fiduciary appointed to any po- 
sition of trust is not required to 
rely upon his own knowledge of 
the obligations imposed upon him 
by law. He is permitted (and in 
fact it is most advisable) to retain 
the services of a competent attor- 
ney to advise him in the matter of 
carrying out the important duty 
he has undertaken. The attorney’s 
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fee is subject to approval by the 
court and is a proper charge 
against the assets. Few surety com- 
panies will undertake one of these 
bonds unless the fiduciary has 
sought the services of experienced 
counsel. There are many different 
kinds of fiduciary bonds, but those 
mentioned above cover the field 
for our purposes. 


Court Bonds 


Let us turn now to the other 
major class of judicial bonds, name- 
ly, court bonds, or bonds required 
by a plaintiff or a defendant in 
wending his way through the un- 
certainties of a law suit. Here we 
encounter many and varied haz- 
ards because the bond takes on an 
entirely different complexion from 
that found in a fiduciary obliga- 
tion. Generally speaking, a court 
bond guarantees the payment of 
interest, costs, damages and judg- 
ments. It is generally felt by un- 


derwriters that the bonds given by 


plaintiffs who initiate litigation are 
not so dangerous as those required 
by defendants, who have litigation 
thrust upon them and are on the 
defensive throughout the litiga- 
tion. A plaintiff will file a bond 
because he has been advised by 
counsel that he has a sound cause 
of action and should be so success- 
ful that the defendant and not he 
will be obliged to respond in costs 
and damages. The defendant, on 
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the other hand, has been forced 
into the suit and generally gives a 
bond because he must do so, rather 
than by election, if he wants to 
take advantage of all defenses af- 
forded him. 

Defendants’ bonds generally guar- 
antee damages and judgments and 
are classified by underwriters as 
financial guarantees; that is, they 
are in most respects the same as 
signing a note for the litigant. Thus 
it is easy to understand when such 
bonds are given only in exchange 
for appropriate collateral security, 
or upon proof that the applicant 
has sound financial standing as well 
as long and successful business ex- 
perience. So much space would be 
required to enumerate and define 
the widely diverse plaintiffs’ and 
defendants’ bonds embraced in the 
court classification, that we have 
elected to talk about only those 
most frequently in demand. 

In the plaintiffs’ group, a cost 
bond, which, as its name implies, 
guarantees payment of court costs, 
is very often required. It is usually 
small in amount and little difficulty 
is encountered in handling it for 
applicants who have any financial 
worth or business experience. At- 
tachment, injunction, and replevin 
bonds enable plaintiffs to take ad- 
vantage of what the law books 
choose to call provisional remedies. 
This means that the plaintiff who 
files one of these bonds gets a 
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measure of relief in advance of his 
day in court. In the case of attach- 
ment, by filing a bond the plaintiff 
is able to tie up property of the 
defendant—cash, 
etc., 


business assets, 
real estate, and hold them 
available to satisfy his judgment, 
if he obtains one. All of this before 
he proves his complaint in court. 
The bond guarantees in addition to 
costs, any damage that may accrue 
to the defendant whose property 
has been sequestered, if the plain- 
tiff fails to 
action. 

The plaintiff in a replevin action 
asserts that the defendant is wrong- 
fully holding and refuses to release 
property which belongs to the 
plaintiff. By filing the bond the 
plaintiff may secure possession of 
the property before he proves title 


sustain his cause of 


or right to possession in a court of 
: 
law. The bond guarantees that if 


the plaintiff fails to sustain his 
cause of action, the property or its 
money value will be returned to 
the defendant, plus, in many in- 
stances, such damages as the de- 
fendant may have suffered by the 
deprivation. 

A plaintiff in seeking an injunc 
tion asks the court to summarily 
order the defendant to do or re- 
frain from doing certain acts. For 
example, it may forbid the transfer 
of shares of stock registered in de- 
fendant’s name—before the plain- 
tiff proves his claim against the de- 
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fendant. The court may so order 
on the filing of an injunction bond 
again guaranteeing such damages 
as the defendant may suffer from 
this interference with his personal 
rights. Thus the producer who is 
called upon by an attorney to pro- 
vide one of these bonds will see 
at a glance that the surety which 
signs such a bond undertakes an 
extraordinary hazard even though 
plaintiffs’ 


these are classified as 


bonds. 


SERVICE CHARGE FOR CREDIT 


In coming to a consideration of 
some of the most frequently re- 
quired defendants’ bonds we should 
keep in mind that the premium 
which a surety company is paid for 
any judicial bond is actually a ser- 
vice charge for the purchase of 
credit. It is not a premium in the 
sense that it is intended to build 
up a fund out of which claims can 
be paid. 

Underwriters and producers alike 
have had so much experience with 
both look 
upon them as direct guarantees of 
the ability of a defendant to re- 


defendants’ bonds that 


spond in money damages up to the 
amount of the bond. Among these 
are: 

Appeal bond (sometimes called 
supersedeas or stay of execution). 
Here the defendant already has a 
judgment against him. 
He wishes to take advantage of his 


recorded 
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Bonds are required of administrators of decedents’ estates 


right to review by a higher tri- 
bunal. The filing of the bond to 
perfect the appeal will prevent the 
plaintiff from executing on the 
judgment and will guarantee to 
pay him the amount of the judg- 
ment plus interest and costs if 
the appellate court concurs in the 
judgment. The experience of sur- 
ety companies proves that judg- 
ments are affirmed in from 80 per- 


cent to 90 percent of appealed 
cases. Hence, few people will argue 
against the surety’s requirements 
that collateral security be deposited 
to cover such bonds. 

Bond to release attachment. 
When a plaintiff has tied up a de- 
fendant’s bank account or other 
property by an attachment, the lat- 
ter may secure relief by filing a 


bond to release the attachment. 
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This bond stands in the place of 
the goods or property attached. If 
a judgment is entered against the 
defendant it will be satisfied by 
the bond. In this respect the re- 
lease of attachment bond differs 
little, so far as the surety is con- 
cerned, from an appeal bond ex- 
cept that in the attachment case 
the plaintiff does not yet have a 
judgment. 

Counter-replevin bond (some- 
times called re-replevin). After 
property has been seized by a 
plaintiff in a replevin writ, a de- 
fendant may regain possession by 
filing a counter bond. This bond 
guarantees that if the plaintiff is 
successful in his replevin action, 
the defendant will produce the 
property to satisfy the plaintiff's 
judgment, or will pay him the 
money value of the property. 
Again, it is evident that the surety 
in signing such a bond for the de- 
fendant is guaranteeing his finan- 
cial ability to respond to a judg- 
ment. 

Discharge injunction bond. By 
using this bond the defendant asks 
the court to suspend its enjoining 
order directing him to do or refrain 
from doing some act; and he says 
to the court, in effect, that if the 
plaintiff who secured the enjoining 
order proves his complaint, the de- 
fendant will satisfy the judgment 
of the court. Here, too, the surety 
is guaranteeing the financial ability 
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of defendant and must be sure that 
he has sufficient funds to meet any 
judgment or has deposited colateral 
security against it. 

Frequently these bonds are re- 
quired by large and financially re- 
sponsible business concerns and 
may be written in moderate 
amounts without security. For the 
most part, however, no experienced 
surety underwriter will undertake 
to sign his company’s name to these 
defendants’ bonds unless the appli- 
cant has first deposited with the 
surety a sufficient amount of val- 
uable security to answer the prom- 
ise made in the bond. 

The insurance agent who is seek- 
ing additional income can find an 
excellent field in the production of 
court bonds. Every agent enjoys 
the friendship of, or is acquainted 
with a number of attorneys in his 
community. They meet at many 
local functions, and while the agent 
cannot create the need for bonds, 
he can keep constantly before the 
minds of these attorney friends the 
fact that he understands judicial 
bonds, knows how to handle them 
and can produce them promptly 
when they are wanted. 


ENTREE TO OTHER LINES 


Nor should any agent overlook 
the tremendous value which judi- 
cial bonds have in bringing other 
lines of insurance into his office. 
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Attorneys represent large business 
firms which require fidelity insur- 
ance, burglary coverage and many 
other types of insurance. They rep- 
resent contractors and prepare con- 
tracts in connection with which 
contract bonds are necessary. The 
agent who will make his entree into 
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an attorney’s office by proving the 
ability to handle court bonds will 
be rewarded not only by handsome 
judicial bond premiums, but will 
find in addition new customers who 
will give him many dollars’ return 
through other kinds of suretyship 
and insurance coverage. 











“Would $150,000 square things?” 





Court 


Decisions 


XLV 


ALAN GRELLER, LL.B. 


Liability of Furnace Man—A home 
owner entered into a contract with 
a man who represented himself to be 
a furnace expert, for the installation 
of a new furnace in his house. After 
the installation he brought suit against 
the furnace man for damages amount- 
ing to $2,697.50, claiming that the 
furnace installed was not the one con- 
tracted for and was inadequate to 
properly heat his home and that as 
a result he and his family became ill 
from colds and influenza and were 
embarrassed in not being able to in- 
vite guests because of the frigid con- 
dition of the house. The trial court 
dismissed the case, but this judgment 
was reversed on appeal. (Horwitz v. 
Teague (Georgia 1948) 48 S.E. 2d. 
697.) 
7 v 


Liability of Storekeeper—A housewife, 
accompanied by her husband, was 
leaving a market after making some 
purchases. As she was descending a 
stairway leading to the rear exit, her 
heel caught on something that was pro- 
truding, she was pitched downward, 
her head struck a tile wall which faced 
the staircase and she became uncon- 
scious. Her husband revived her and 


called the store manager. The stair 
treads appeared to be worn and the 
steel edging on the step on which 
the woman tripped protruded one 
eighth to one quarter of an inch above 
the surface of the tread. She sued the 
store for her injuries and was awarded 
judgment, which was affirmed on ap- 
peal. (McCollum v. United Markets, 
Inc. ( Massachusetts 1948) 80 N.E. 2d 
29. ) 
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Liability of Restaurateur—A house- 
wife was seated on a stool at the 
counter of a restaurant when a wait- 
ress tipped a cup of very hot coffee 
on her thigh and legs. She instinctive- 
ly jumped up and struck her right 
knee against an adjoining stool, She 
suffered first degree burns and a few 
days later developed trouble in her 
right knee which was diagnosed as 
neuritis. She received medical and 
hospital treatment, wore a cast for a 
time and was disabled for many 
months. A $2,000 judgment was 
awarded her in her suit against the 
restaurant owner. This was affirmed 
by the appellate court. (Thompson v. 
Lupone (Connecticut 1948) 62 A. 
2d. 861.) 





® An agent owes it to his com- 
munity to be acquainted with 
its governmental functions and 
needs, and be able to offer it 
the much-needed protection of 
an adequate public officials 
bonding program 


The Country’s Biggest Business 


HE BIGGEST BUSINESS in this 
p gual today is the business 
of government. More than 4,000,- 
000 people are publicly employed 
in branches of our state, county, 
city, town and school systems. The 
collected and 


amount of money 


spent for governmental services 
reaches astronomical figures. The 
need to safeguard public funds by 
requiring bonds of principal offi- 
cers and employees has long been 
recognized by the legislative bodies 
of most states. During the past 
few years most public offices, like 
those in private industries, have 
learned that bonding protection 
against losses caused by employees’ 
defections is a necessary corollary 
to good governmental business 
practice. 

Every agent should be acquaint- 
ed with the governmental func- 
tions and needs of his community. 
It is to that community’s advan- 
tage, as well as his, that he offer 
his services to arrange complete 


By PHILIP P. LAING 


bonding protection to the public on 
its employees. The purpose of this 
article is to tell the agent briefly 
of the various types of public offi- 
cial bonds available. 

Public official bonds are of two 
general types, statutory and non- 
statutory. 


Statutory Bonds 


Statutory bonds are those re- 
quired by law (i.e., statutes, char- 
ter or ordinance). Usually the con- 
ditions of the bond are specifically 
provided by law. These conditions, 
generally, are that the bonded offi- 
cial shall faithfully perform his offi- 
cial duties, as illustrated in the 
following paragraph. 
“NOW THEREFORE, the 
condition of this obligation is 
such that if the above bounden 
principal shall faithfully per- 
form the duties of his said 
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office or position as required 
by law, and shall pay over 
to the persons authorized by 
law to receive all monies 
that may come into his hands 
during the said term without 
fraud or delay, and at the ex- 
piration of said term, or in 
case of his resignation or re- 
moval from office, shall turn 
over to his successor all rec- 
ords and property which have 
come into his hands, then this 
obligation to be null and void; 
otherwise to remain in full 
force and effect.” 


FAITHFUL PERFORMANCE 

While statutory bonds may vary, 
there is seldom any deviation from 
the broad coverage of “faithful per- 
formance of duties.” Under the law 
and this form of bond, a public 
officer must not only be honest, 
but must also diligently and faith- 
fully perform his duties. In reverse, 
this may mean, depending upon 
the laws of his state and the office 
he occupies, that he could be held 
liable for losses caused by: acts, 
omissions or dishonesty of his sub- 
ordinates; burglary or theft of un- 
insured currency, etc.; failure of 
depositories, illegal expenditures of 
funds and other types of losses too 
numerous to mention here. 

Statutory bonds are usually writ- 
ten for the definite term to which 
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the official has been elected or ap- 
pointed. Such a definite term bond 
must become effective as of the 
first day the officer legally takes 
office, and may not be terminated 
before either the legal expiration 
of his term, or his earlier death, 
removal or resignation. Where an 
official is appointed to an indefi- 
nite term, his bond is also indefi- 
nite in term. 

Laws requiring officials to file 
faithful performance of duty bonds 
sometimes do not state the precise 
wording to be used. In such in- 
stances most surety companies offer 
their own printed common law 
form of bond which contains the 
general terms of a faithful per- 
formance obligation. 


Non-Statutory Bonds 


Non-statutory bonds are bonds 
which, while not required by any 
law, are requested by diligent and 
careful officials and public bodies 
of other officials and employees for 
the protection of the public. In this 
general class are a variety of bond 
forms designed to meet the pe- 
culiar problems of almost any 
publicly operated function. These 
forms are outlined briefly below. 

Definite term faithful perform- 
ance of duty bond. This is a com- 
mon law form of bond providing 
coverage on an official or employee 
who has been elected or appointed 
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to a definite term of office. Under 
it, the general faithful performance 
of duty coverage is extended. In 
this bond the name of the official 
or employee bonded is shown as 
the principal. The bond is signed by 
both the principal and the surety. 

Indefinite term faithful perform- 
ance of duty bond. The only dif- 
erence between this bond form and 
the previously mentioned one is 
that this form is written on an offi- 
cial or employee who has been 
elected or appointed (usually ap- 
pointed) for an indefinite term of 
office. This bond continues in full 
force and effect upon the payment 
of proper premiums annually un- 
less cancelled by either party under 
the terms of the bond. 

Public official name schedule 
bond for definite and indefinite 
terms. Under this form of bond, 
all officials or employees of a po- 
litical sub-division not required by 
law to take an oath of office and 
file an individual bond, may be 
covered by name for an amount 
specified on the schedule which 
is part of the bond. The same form 
of protection, namely that of faith- 
ful performance of duty, is extended 
under these schedule bonds as un- 
der the individual bonds. However, 
rather than execute a single bond 
on each of the employees in a par- 
ticular office or department, they 


may all be included under one 
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schedule either for a definite or 
indefinite term. 

The definite term schedule bond 
is used primarily to cover the depu- 
ties or assistants in the office of a 
public official who is elected or 
appointed for a definite term, and 
who are appointed by the official 
chief for a term concurrent with 


Philip P. Laing 


his own. The indefinite term. name 
schedule bond is drawn up particu- 
larly for use in connection with 
employees who are operating under 
civil service or who are appointed 
for an indefinite term of office 
which has no relation whatsoever 
to the term of the official chief. 
Position schedule bond for pub- 
lic employees. This bond extends 
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protection to the obligee (the off- 
cer or public body or department 
to which it runs) by position rather 
than by Under a 
schedule bond, or under the indi- 
vidual bond, when a 
transferred from one position to an- 
other, or when an individual va- 
cates his employment and a new 
one takes over the duties, the surety 
must be advised, and in many cases 
there is a minimum premium charge 
which must be observed: How- 
ever, under the position schedule 
bond, inasmuch as the position is 
covered rather than the individual, 
changes in personnel may be made 
without advising the surety. This 
means that the obligee can thus 
transfer personnel from one job to 
another, or from one location to 
another, or can discharge person- 
nel and replace the discharged per- 
sonnel with new ones, without hav- 
ing to pay any additional premium. 
This is, in a manner of speaking, a 
modified form of blanket bond pro- 
tection. 

Generally, this form of bond is 
indefinite in term and is cancellable 
only upon notice from the employ- 
er or obligee, or notice from the 
surety to the effect that it desires 
to terminate its liability under the 
bond. Provisions relative to the 
method of termination of liability 
by either party are usually made 
part of the bond. 

Individual officials elected or ap- 


name. hame 


person is 
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pointed to a definite term and re- 
quired by law to take an oath and 
file an individual bond should not 
be included under this form of cov- 
erage. Under the law it is expected 
that such officials will file individ- 
ual bonds to which they are sig- 
natories. The schedule 
bond is not actually a bond, but is 
rather an undertaking, and the of- 
ficials or employees do not become 
signatories to the bond. Therefore, 
the position schedule bond should 
be limited to coverage on those of- 
ficers and employees not required 
to file individual bonds. 

Most companies extend under 
the position schedule bond the us- 
ual faithful performance of duty 
coverage similar to the individual 
or name schedule bond. 


position 


Public Employees Blanket Bond 


The most recent and far-reach- 
ing development in the public of- 
ficial bond field in many years has 
been the advent of the public em- 
ployees blanket bond. The need 
for the blanket bonding of public 
officials and public employees is 
self-evident. It is almost impos- 
sible to select with certainty those 
public servants who might cause 
losses either through dishonesty or 
through the neglect of their duties. 
The adequate bonding of employ- 
ees who only occasionally perform 
duties that might involve a finan- 
cial loss to the public body is a 





1950 


serious problem. In these days of 
tight budgets which must be close- 
ly watched and controlled, a defi- 
ciency caused by an employee loss 
can prove to be an acute fiscal haz- 
ard. The surety industry, alert to 
these problems, has developed the 
public employees blanket 
bonds explained below. It should 
be pointed out, however, that these 
forms are still in the experimental 
stage and subject to changes to 
meet existing conditions in the 
months or years to come. 

There are two general types of 
public employees blanket bond: 


new 


|. Dishonesty bonds. These 
bonds limit coverage to any 
loss incurred by the dishonest 
acts (theft, embezzlement, for- 
gery, etc.) of the bonded em- 
ployees, either alone or in col- 
lusion with others. 

2. Faithful performance of 
duty bonds. These bonds, 
while they include dishonesty 
coverage, extend their protec- 
tion to cover losses resulting 
from the non-faithful, but not 
necessarily dishonest, perform- 
ance of duties (malfeasance, 
misfeasance and nonfeasance ) 
of the bonded employees, 
either alone or in 


with others. 


collusion 


Each of these two general types 
of bonds may be written in one 
or the other of the following forms: 

Aggregate penalty form. This 
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form covers, up to the amount of 


the bond, any act or series of acts 
culminating in a single loss, regard- 
less of the number of people in- 
volved. 

Multiple penalty form. This form 
covers each bonded employee up 
to the amount of the bond. In other 
words, total coverage is represented 
by the amount of the bond times 
the number of employees covered. 

The dishonesty bond is restricted 
in its use to political activities of 
a business nature, such as utilities, 
hospitals, libraries, etc., where the 
dishonesty hazard exists, but where 
no faithful performance of duty as 
specifically defined by statute is 
involved. 


INHERENT IN THE JOB 

The faithful 
duty bond is used primarily where 
faithful performance of duty is in- 
herent in the nature of the posi- 
tions to be covered. To illustrate: 
the laws of states require 
money-handling and law-enforcing 
officials (treasurers, tax collectors, 
sheriffs, etc.) to furnish a faithful 
performance of duty bond. The 
manner in which these officials con- 
duct their duties is carefully de- 
fined by law and any breach of 
these statutory directions may con- 
stitute non-faithful performance. 
Subordinates of these officials may 
or may not be required to furnish 
such a bond. However, regardless 


performance of 


most 
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of whether or not the statutory re- 
quirement exists, it is obvious that 
they, too, should be bonded and 
on a faithful performance of duty 
form. The new faithful perform- 
ance blanket bonds are the answer 
to this need. 

The Surety Association of Amer- 
ica, in promulgating the public em- 
ployees blanket bond forms, has set 
up certain rules under which they 
may be written. These rules are 
briefly outlined below: 

Bond period. These bonds are 
issued for an indeterminate period 
with premium payable on either 
an annual or three-year basis. On 
a three-year basis the premium for 
the blanket bond is two and one- 
half times the annual premium. If 
the three-year blanket bond premi- 
um is paid 50 percent in advance, 
‘30 percent at first anniversary, and 
20 percent at second anniversary, 
the three-year premium must be 
increased by 5 percent. Additional 
or separate suretyship written with 
the blanket bond may be paid for 
on the same basis, in which event 
a 15 percent discount is allowed 
on the second and subsequent 
years. 

Who may be insured. A separate 
blanket bond must be written on 
each separate department, division, 
office or institution of any state, 
county, city, town, village or other 
political sub-division (except that 
a single blanket bond may be 
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written on school, water, irrigation, 
power, bridge, fire or similar dis- 
tricts), provided that where any 
one department, division, office or 
institution is authorized by statute 
to manage, govern or control any 
subordinate department, division, 
office or institution, the employees 
of such subordinate branches may 
be included under the single main 
blanket bond. As an illustration: a 
State Department of Education 
may control all state universities, 
colleges, normal and trade schools. 
These could be included under one 
blanket bond covering the State 
Board of Education. 

Bond amounts. The blanket po- 
sition bonds may be issued in a 
minimum penalty of $2,500 and in 
larger amounts in multiples of 
$2,500 up to and including $10,000 
and no higher. The blanket bonds 
(or aggregate penalty forms) may 
be issued in a minimum penalty 
of $10,000 and in larger amounts 
in multiples of $2,500 up to $25,- 
000, and above in multiples of 
$5,000. The one exception to the 
above is the honesty blanket posi- 
tion bond written on local public 
housing authorities. This bond is 
written in a minimum penalty of 
$2,500 and any multiples of $2,500 
up to $25,000 and thereafter any 
multiples of $5,000 up to $100,000. 

The use of the honesty blanket 
bonds is limited by a rule which 
prohibits the bonding of any officer 
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A deficiency caused by an employee loss can be an acute fiscal hazard 


or subordinate who is required by 
law to give bond conditioned for 
faithful performance of duty. Un- 
der the faithful performance of 
duty blanket bond, the only man- 
datory exclusion is any officer or 
subordinate who is required by law 
to furnish an individual bond to 
qualify for office. In general, the 
blanket bonds must cover all em- 
ployees of the insured, although, 


under certain conditions exclusions 
of certain types of officials or em- 
ployees may be made. However, 
when an exclusion is made, usually 
all other positions of the same de- 
signation must also be excluded. 
It is necessary to obtain the coun- 
sel of the surety underwriter on 
this particular subject. 

As a matter of fact, in order to 
obtain the best form of coverage 
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available, at the lowest possible 
cost, it is always advisable to refer 
any blanket bond problem to the 
surety underwriter. 

Under the faithful performance 
of duty blanket bonds, additional 
indemnity on specific positions in 
desired amounts may be included 
on the blanket bond by a rider 
which is made part of the bond. 
Such additional indemnity is con- 
current with, and not excess to, 
the blanket bond. Under the dis- 
honesty forms, additional indem- 
nity, which is also concurrent, must 
be written on separate individual 
or schedule bonds at regular man- 
ual rates. 


THE AGENT'S RESPONSIBILITY 


Almost any agent who has had 


experience with surety bonds knows 
that certain public official bonds 
are required by statute and need 
not be sold. The salesmanship re- 
quired in connection with these 


of service by the 
non-statutory 


bonds is that 
agent. It is in the 


bond field that the agent can open 
new prospects for premium in- 
come. With the various types of 
coverage available, particularly the 
position schedule bond and the 
public employees blanket bonds, 
he can make use of the sales facil- 
ities at his command for the selling 
of all other types of insurance pro- 
tection. 

The need for bonding protection 
in business is generally recognized, 
but the need for bonding protec- 
tion in the country’s biggest busi- 
ness still awaits recognition by 
most agents. During the past sev- 
eral months, losses ranging from 
$500 to $50,000, and even higher, 
have occurred in political sub-divi- 
sions in almost every state in the 
Union. The next loss may be in 
your community. If it is, and you 
have not offered a bonding program 
to the public officials of your com- 
munity, you have not performed 
your services as an insurance coun- 
selor. The time to act is before your 
community suffers a loss. 


Pagan Land 


The little girl was moving from California to Boston with her parents, and 
was greatly excited. The night before the departure, saying her prayers as 
usual, she finished off with, “God bless mommy and daddy and my little 
brother Tommy; and this is goodbye, God—we’re moving to Boston tomorrow.” 


—The Safer Way 
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“I think it’s a shame crime doesn’t pay. You were so interested in it!” 


TELLER | 


” 














“Mr, Smith, I think your costume is Before I let you cash my check, do 


os aaa you have some means of identification 
so original! y f ft 


to prove you are a teller in this bank?” 
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HON. LEWIS M. TERRY 


UTAH 


M* Terry is a native of Utah and graduated from the Uni- 
versity of Utah in 1933. He began his insurance career as a 
special agent for the American Surety Company of New York 
and later served as assistant manager for that company until he 
established his own local agency in 1947. His appointment as 
Insurance Commissioner of Utah became effective May 1, 1949. 











MIRACLE OF THE YEAR. No one wo 
on chances of the driver of this autom 
with a bus slicing squarely through the driver’s seat, 
ing it flat as the proverbial pancake. But, 
driver's sole injury was a fractured leg! 


A Bus 


THE NEWS 


CLEAN-UP JOB. A tough job for wrecking 
crews was created here when a westbound freight 
train slammed into a derailed car of an eastbound 
freight, piling up a chaos of demolished cars and 
torn rails. Three crewmen were hurt. 
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believe it or not, 
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WHEN BUS MET BUS. Twenty-six Ppas- 
sengers were injured badly enough to require 
hospital treatment, and the rest were given 
a good shaking up when these two big inter- 
state buses collided at a city intersection. 


squash- 
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Train YV 


THIS TRAIN WENT CALLING. The freight train 
below paid an uninvited call on a nearby house, coming 
to rest in the family living room. The house was one 
of two which were demolished when 22 cars of a 77-car 
freight train jumped the tracks in a freak accident. 
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which it bucked itself onto a wooden fence. 
23,000-volt lines had to turned off before the 


dk Votor Vehicle 


1 At 


rRIPLE TRAGEDY. Three children were burned 
to death as flames swept through this farmhouse, 
quickly turning it into an inferno. Fire started 
when a can of lacquer near the fireplace became 
ignited. Five other children were saved. 


ACROBATICS. This agile auto crashed 
carrying high tension lines and moved it a foot off base, after 
Power on the 


into a pole 


car could be the 
moved from its tricky position. The two occupants were unhurt. 


DEATH CAUGHT UP. The driver fled fre 
this car when it stalled in front of an oncomi 
train. He was only a few feet from safety wh 
_ train crashed into the car, throwing 
against him and killing him. 


NEWS 


NOTHING FREEZING HERE, although this red hot 
frigeration ant no doubt caused its owners to experier 
a new kind of chills, as it burned to the ground within | 
than an hour, with damages estimated at $500,000. T 
hundred volunteer firemen battled the blaze in vain. 
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4 CAR DID THIS! This 40-foot wall col- 
lapsed when an auto crashed into it. Buried 
under tons of debris, driver suffered only 
fractures and bruises. Damage to building was 
estimaied at from $10,000 to $20,000. 


DEATH WAS CHEATED. The driver of this automobile was 
lucky. He managed to jump clear only a second or two before 
a 20-car freight train crashed into his car and ground it into 
mincemeat. Escaping through a rear door, the driver suffered 
only a bump on the head when he somersaulted onto the street. 


PiC!l ORs 


Fire | 


4 HOT TIME was had by all, in this four-alarm EXPENSIVE FIRE. Firemen’s attempts to save this three- 


department store fire which caused some $150,000 
damages. Passersby saw smoke and turned in the 
alarm, as the happily oblivious owner on the first ture. 


floor was opening store for the day. 


block-long railroad shop were in vain, as a $350,000 fire, 
aided by a strong wind, swept through the one-story struc- 
A $75,000 lumber pile was also destroyed before the 
fire could be brought under control. 





HEATER EXPLODES. What looks like 
the ruins of Pompeii is actually the wreck- 
age of a dry cleaning plant after a faulty 
heater exploded, causing damages estimated 
at $35.000. One man was injured. 


<t Explosion 


“THE NEWS IN PICTURES 


EMPTY SEATS. A tangle of charred seat frames 
are all that remain of this DC-3 fuselage, after 
the plane crashed and burned in a driving rain- 
storm. Six adults and three children were burned 
to death in the tragic accident. 


PIPELINE EXPLODES. Flames spout from the ground, after 
a gas pipeline exploded, causing estimated $1,000,000 damage. 
One of two cooling towers damaged by the fire can be seen in 
center background. The pipeline, eight to 10 feet underground, 
blew a 25-foot hole in the ground. 


Miscellaneous Y 


BEAUTIFUL — BUT DANC OUS! These electric 
lines, weighted by several thousand pounds of ice, give a 
lovely Maypole-like effect—but dancers had better not 
get too near! This midwest ice storm left many towns 
cut off from communication and power. 





© Dishonesty losses which con- 
tinue to occur in huge amounts 
year after year indicate that 
many insureds .are still very 
inadequately covered 


Bonding Financial Institutions 


— FORMS OF blanket bonds is- 
sued by corporate sureties to 
financial institutions indemnify the 
insureds against loss of money, se- 
curities and certain other types of 
instruments which are in common 
use in modern business. These items, 
along with others of less impor- 
tance, are enumerated in a para- 
graph which defines the word 
‘property’ as used throughout the 
bonds. 

There are various insuring clauses 
which are set forth in detail in the 
bonds, or may be added to them by 
rider. There are several that make 
up the backbone of these package 
contracts, and the first—and prob- 
ably the most important—is the 
fidelity insuring clause, which cov- 
ers against loss through any dishon- 
est act of any employee as defined 
in the contract. Over a period of 
many years, bonding companies 
have reimbursed their insureds for 
tremendous dishonesty losses and 
in many instances, payments have 





By RAYMOND H. DEXTER 





saved the insured from insolvency. 

The next in order is the premises 
insuring clause, which covers loss of 
property, as defined, through rob- 
bery, burglary, larceny, theft, hold- 
up, damage or destruction while the 
property is within any of the offices 
of the insured that are covered un- 
der the bond or within certain other 
offices or premises which are enu- 
merated; and also covers any loss of 
or damage (except by fire) to any 
of the insured’s offices, furnishings, 
fixtures, equipment, safes and vaults 
resulting from any of the causes 
specified in the clause, as well as 
vandalism or malicious mischief. 
This clause may be extended to in- 
clude loss through misplacement or 
mysterious unexplainable disappear- 
ance of property. 

An in transit insuring clause logi- 
cally follows, which indemnifies the 
insured against loss of property 
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through robbery, larceny, theft or 
holdup (and in instances 
through misplacement or mysteri- 
ous unexplainable disappearance ) 
while the property is in transit in 
the custody of one of those named 


some 


in the bond as permissible messen- 
gers, or loss caused by negligence 
on the part of such messengers. 


New DEVELOPMENT 

A new development has been a 
clause known as court costs and at- 
torneys’ fees insuring clause under 
which the insured is reimbursed for 
expenses incurred and paid by the 
insured in defending any suit to en- 
force a liability which, if estab- 
lished, would be a loss under the 
bond. 

A forgery insuring clause may be 
incorporated in the bond or at- 
tached by rider, affording protection 
against loss through the giving of 
any value on the faith of instru- 
ments, instructions or receipts (as 
defined in the clause) which have 
been forged or 


altered or bear 


forged endorsements, acceptances 
or certifications. To supplement this 
forgery insurance there is an addi- 
tional securities insuring clause ex- 
the 
through having, in good faith and 


tending bond to cover loss 
in the course of business, given any 
value, extended any credit, assumed 
any liability or otherwise acted upon 
any securities, documents or other 
written instructions (except those 
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covered by the forgery insuring 
clause), which prove to have been 
counterfeited or forged or raised or 
otherwise altered or lost or stolen. 
For those institutions which are 
authorized to redeem U.S. Savings 
Bonds there is a specific clause en- 
titled redemption of United States 
Savings Bonds insuring clause, which 
protects the insured against loss 
through paying, redeeming, or guar- 
anteeing or witnessing any signature 
United States Savings 


upon any 


Bonds, Series A to E inclusive, or 
Armed Forces Leave Bonds, which 
prove to have been forged, counter- 
feited or otherwise altered or lost 
or stolen or on which the signature 
to the request for payment shall 


have been forged. 


INDEFINITE PERIOD 

These blanket bonds are all writ- 
ten for an indefinite period and 
continue in force until terminated 
by the insured or the carrier. Each 
bond is written for a specific pen- 
alty, which is the limit of liability 
for any single loss as defined in the 
bond. However, any number of sep- 
arate losses may be recovered, since 
upon discovery of the loss the bond 
is treated as reinstated so as to con- 
tinue in force for the full amount, 
notwithstanding any previous loss 
which the carrier may have paid or 
be liable to pay. 

There is provided a limit of time 
after termination of the bond within 
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which loss must be discovered and 
reported to the carrier, generally 
one year. When the bond super- 
sedes another bond, whether of the 
same or a different carrier, the suc- 
ceeding bond, subject to its terms, 
assumes liability for loss due to acts 
which may have occurred while the 
prior bond was in force but which 
are not discovered until after the 
expiration of the discovery period 
established by that bond. 

In giving consideration to the 
foregoing coverages which are com- 
mon to the various blanket con- 
tracts, there are several exclusions 
which should be briefly noted here. 
All of the bond forms exclude any 
loss due to the so-called “Acts of 
God,” such as hurricane, cyclone, 
tornado, earthquake, volcanic erup- 
tion or similar disturbance of nature. 
They also exclude loss due to mili- 
tary, naval or usurped power, and, 
often loss due to riot or civil com- 
motion except when the property is 
lost in transit if initiated 
there was no knowledge of the ex- 
istence of any such extraordinary 
conditions on the part of the person 
who acted for the insured in initi- 
ating such transit. 

The bonds also do not cover Joss 
resulting directly or indirectly from 
the acts of a director (unless he be 


when 


a salaried, pensioned or elected offi- 
cial, or an employee of the insured) 
except when he is performing acts 


coming within the scope of the 


FINANCIAL 


INSTITUTIONS 


usual duties of an officer or em- 
ployee, or acting as a member of a 
committee duly elected or appointed 
by resolution of the board of direc- 
tors to perform specific, as distin- 
guished from general, directorial 
acts on behalf of the insured. 
With the exception of the forms 


issued to savings banks and build- 











Raymond H. Dexter 


ing and loan associations, loss of 
property contained in customers’ 
safe deposit boxes is excluded un- 
less the loss is sustained through a 
dishonest act of an employee in 
such circumstances as shall make 
the insured legally liable therefor. 
In the case of savings banks the in- 
sured is protected against loss as a 
result of legal liability for loss or 
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destruction of, or damage to, prop- 
erty contained in customers’ safe 
deposit boxes located within the 
premises of the insured. The form 
used for building and loan associa- 
tions excludes loss of property in 
customers’ safe deposit boxes un- 
less the circumstances are such that 
the insured is legally liable for the 
loss. 

Generally speaking, all forms ex- 
clude any loss resulting from the 
complete or partial non-payment of, 
or default upon, any loan made by 
or obtained from the _ insured, 
whether procured in good faith or 
through trick, artifice or fraud, ex- 
cept when the loss is covered by 
the dishonesty or forgery insuring 
clauses described above. 


SEVEN Major CLASSES 


For convenience in choosing the 
proper form of contract, and so as 
to help determine the proper pre- 
mium, financial institutions have 
been divided into a number of gen- 
eral classifications: 

(1) Commercial banks—including 
national and state banks, trust com- 
panies, safe deposit companies, title 
companies conducting a general 
banking business, American agen- 
cies of foreign banks and receivers 
or liquidators of closed banks. The 
broadest form of bond generally 
purchased in this field not only gives 
all the coverages heretofore out- 
lined, but the premises insuring 
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clause is broadened to include loss 
of property through false pretenses 
and loss of subscription, conversion, 
redemption or deposit privileges 
through any of the acts insured 
against in this clause. Furthermore, 
there is no limitation on the loca- 
tion of the premises, which may be 
“located anywhere, except in an 
office specifically excluded or in the 
mail or with a carrier for hire, other 
than an armored motor vehicle com- 
pany, for the purpose of transpor- 
tation.” 

An additional paragraph is in- 
cluded to protect the property 
while it is in the possession of a 
customer while on the premises of 
the insured. 

The in transit insuring clause is 
broadened to the extent that prop- 
erty is covered in transit anywhere 
in the world, and it may be in the 
custody “of any person or persons 
acting as messenger” without limit- 
ing the definition of messenger to 
employees of the insured or armored 
motor vehicle companies. There is 
an additional insuring clause giving 
the insured protection against loss 
through receiving in good faith 
counterfeit currency or coin of the 
United States. 

A narrower blanket bond is also 
available to commercial banks which 
is often purchased on an excess 
basis over and above the broad 
form to reduce the cost of this blan- 
ket cover. The narrow form gives 
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The blanket form for savings banks is very broad 


all the basic protection afforded by 
the regular clauses outlined above, 
either in the contract itself or as 
extended by rider, and fully pro- 
tects the insured against the more 
common crimes of dishonesty, bur- 
glary and robbery. 

(2) Savings banks doing a purely 
savings business, even though they 
permit checking on savings accounts. 
The blanket form promulgated for 


and approved by the savings banks 
is very broad. The forgery protec- 
tion is embodied in one simple state- 
ment—“any loss through forgery or 
alteration of, on, or in any instru- 
ment.” The on premises and in 
transit clauses are not limited as to 
scope geographically. The insured 
is protected against loss as a result 
of legal liability for loss of property 
in customers’ safe deposit boxes. 
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(3) Investment bankers and stock 
brokers, including finance compa- 
nies (not personal finance compa- 
nies or factors); investment trusts; 
dealers in mortgages and commer- 
cial paper; note brokers; founda- 
tions and endowment funds. As in 
the case of commercial banks, there 
are both broad and narrow forms of 
contracts available to those institu- 
tions in this third classification. The 
protection afforded is tailored to the 
needs of the investment and stock 
brokers field, but, generally speak- 
ing, follows the pattern of the bonds 
for the commercial banks, with the 
narrower contract generally used as 
an excess bond to afford coverage 
against the more common forms of 
crime but at a considerable saving 
in cost. 

(4) Savings, building and loan 
associations. A very broad form of 
contract is available to these asso- 
ciations and it is patterned after the 
bond used for savings banks. 

(5) Credit unions. A form has 
been promulgated to meet the spe- 


cial requirements of credit unions, 
and while it is not as broad in its 


scope as some of the other con- 
tracts, it gives the coverage needed 
for the business transacted by these 
organizations. The dishonesty cov- 
erage may be broadened at an in- 
crease in cost to include faithful 
performance of duty wherein such 
extension is required by law. 

The 


(6) Insurance companies. 
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special form devised for insurance 
companies has been broadened to 
include securities belonging to the 
insured while lodged or deposited 
with any city, county or state official 
or an officer of the United States or 
Dominion of Canada, to the extent 
that coverage is given under the 
premises insuring clause. The in 
transit clause covers property while 
in the custody of “any person acting 
as messenger” without limiting it to 
employee of the insured or armored 
car company. The forgery insuring 
clause differs from that sold to com- 
mercial banks and is patterned after 
the depositors forgery bond cover- 
age normally carried by an insur- 
ance company. 

(7) Small loan companies, in- 
cluding personal finance companies 
and other loan companies (exclud- 
ing pawnbrokers and factors) oper- 
ating under the Uniform Small Loan 
Law or similar legislation, including 
benevolent, charitable, prudential 
or remedial loan associations. The 
blanket contract for this line of busi- 
nes is restricted, generally speaking, 
to the basic coverages outlined in 
the early part of this article, and be- 
cause of the hazards inherent in the 
business does not have many of the 
broad features available in the other 
package contracts. It does, however, 
give the full 
against loss through dishonest em- 


insured protection 


ployees or through burglary or rob- 
bery. 
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(8) In addition to the foregoing 
major classifications there are spe 
cial bond forms for Federal institu- 
tions, the Federal 
loan, Federal land, and Federal re- 
serve banks. The bonds used have 
been drafted to fit the peculiar 
needs of these institutions and are 


such as home 


very broad in scope. 

It is impossible in this brief out- 
line to more than generalize as to 
the extensive coverage available to 
financial institutions. From a 
duction standpoint the entire field 


pro- 


has been thoroughly canvassed, but 


losses continue to be discovered 
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which show that a great many in- 
sureds are not carrying enough dis- 
honesty coverage. In the last year 
there have been a number of dis- 
honesty losses that seriously im- 
paired or entirely wiped out the 
capital funds of certain unfortunate 
institutions. Bonds are constantly 
being increased through the de- 
mands of regulatory authorities as 
well as by the efforts of insurance 
agents, but there still are many 
opportunities which challenge those 
who, as insurance men, try to give 
proper counsel rather than to be 
order takers. 


: 4 
i. re 
ee —— 


“Security? You just take a look at my horoscope for this year!” 
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Selecting the 


N APPROACHING any discussion 
I of contract bonds, one cannot 
do better than remember the words 
of Edmund C. Lunt in the Con- 
tract Bond Chapter of his excellent 
treatise on surety bonds. 

A veteran surety man, Mr. Lunt 
calls attention to the fact that be- 
cause contract bonds have been 
written in vast volume, and _ be- 
cause huge losses have been an 
inevitable sequence of laxity, ig- 
norance or poor judgment in un- 
derwriting, such bonds have been 
regarded as at once the most prom- 
ising, the most dangerous and most 
difficult to handle with safety and 
success. On the other hand, says 
Mr. Lunt, no company can hope 
to be an important factor in the 
surety business unless it can main- 
tain a well equipped contract bond 
division, and no company can hope 
to become a permanent factor un- 
less it can underwrite its contract 
bonds with skill, judgment and 
consistent: conservatism. 


¢ There is no black magic in 
contract bonds, says this au- 
thor; but careful, intelligent 
underwriting is productive of 
success and ample financial 
reward to both agents and 
companies 


Contract Bond Risk 


By CHARLES C. CONLON 


Over a period of years con- 
tract bonds have played a very im- 
portant part in the surety business. 
The volume has been large, and in 
the main the line has been profit- 
able. At one time, because of a lack 
of knowledge of the handling and 
underwriting of contract bonds, the 
whole line seemed to be shrouded 
in mystery and magic. To the ini- 
tiated and well informed, however, 
the underwriting of contract bonds 
was, and is, nothing more nor less 
than the conservative application 
of well defined principles. 

In the narrowest sense of the 
term, contract bonds guarantee the 
performance of a contract. In the 
broad sense, contract bonds em- 
brace bid or proposal bonds; per- 
formance bonds, whether the con- 
tract be one for construction or for 
furnishing definite materials or 
services; the guarantee of payment 
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of labor and material bills incurred 
in the performance of the contract; 
and the guarantee of workmanship 
and materials incorporated in the 
project, as well as the maintenance 
of the project in good condition 
over a period of time. 


THE Bip Bonp 

The first approach of the surety 
to a project is the bid bond. This 
is a guarantee filed with the bid or 
proposal of the contractor. It is a 
guarantee that in the event the bid- 
der is awarded the contract he will, 
within a specified time, enter into 
the contract and file the required 
bond. The measure of liability va- 
ries with local practices. It may 
be that the principal and surety 
are liable for the difference be- 
tween the low bid and the bid at 
which the contract is finally award- 
ed. A variation is that the contract 
may be re-advertised and the bond 
be liable for the cost of re-adver- 
tising. In some instances, attempts 
have been made to construe the 
bond as a forfeiture bond, but this 
is unusual because of the reluc- 
tance of the courts to award the 
penalty of a bond rather than the 
actual damages suffered by the 
obligee. 

Having filed the bid with a bid 
bond and the contract having been 
awarded, the contractor is called 
upon to furnish a performance 
bond. This is a guarantee that the 
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contract will be performed accord- 
ing to plans, specifications and the 
general terms of the contract, with- 
in the specified time and at the 
contract price. Here the bond be- 
comes liable, in event of default 
by the contractor, for that sum by 
which the actual cost to the owner 
exceeds the agreed contract price. 
The bond is generally liable for the 
replacement of defective workman- 
ship or material. It is subject to 
claims for the penalty imposed, in 
the event the contract time is ex- 


ceeded. 


LABOR AND MATERIAL BOND 

Very frequently in public con- 
tracts, and because ordinarily no 
lien can be filed against public 
work, a companion bond called a 
labor and material bond is re- 
quired. This guarantees payment 
to subcontractors and material 
men. The terms of these labor and 
material bonds vary according to 
local statutes and ordinances. In 
some instances such bonds are li- 
able only for labor and material 
incorporated directly into the proj- 
ect and which become a part of 
the structure. At one time this was 
almost exclusively the case. The 
bond was liable for the steel, the 
brick, the plaster and such ma- 
terials as went into the work. It 
was not liable for lumber used in 
the forms for concrete, for material 
prepared for the work but not ac- 
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tually incorporated in it. But as 
time passed, the labor and material 
bonds were broadened so that they 
became liable for labor and ma- 
terial used not only in but about 
the work, for coal for steam rollers, 
for feed for draft animals engaged 
on the work, for gas and oil for 
trucks and other motor equipment. 

There was some opposition to 
the incorporation of these items and 
some reluctance to the assumption 
of the risk. But forward-looking 
underwriters realized that such ex- 
liability quite 
inasmuch as these 


were 
proper, while 
items might not have become a 
part of the completed project, they 


tensions of 


were essential to its completion 
and therefore properly included in 
the protection afforded by the 
bond. 

In many forms of contracts and 
specifications there is a guarantee 
on the part of the contractor that 
the materials and workmanship are 
of proper quality and will endure 
for a period of time. There is a 
fine line of demarcation between 
what is considered guarantee and 
what is considered maintenance, al- 
though bonds covering guarantee 
or maintenance over a period of 
years are underwritten in much the 
same manner. Guarantee 
that the material and workmanship 
are such that they will endure 
without attention or replacement. 
Maintenance means that some wear 


means 
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is expected and that the contractor 


will replace this wear, and keep 


or maintain the project in the con- 
dition in which it was found upon 
completion of the construction. 
Now let us take a look at a few 
underwriting principles, consider- 
contract 


ing first construction 


bonds. All that applies to construc- 


Charles C. Conlon 


tion contract bonds applies to bid 
bonds, with one exception—in un- 
derwriting a bid bond, the con- 
tract price is not known but mere- 
ly estimated. 

The 
found in a successful applicant for 
a construction contract bond are 
three—character, capacity and capi- 
tal. The underwriter must first de- 


essential qualities to be 
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termine that his applicant is a man , 


of good character, one who deals 
honestly and will deal honestly 
with all concerned in the case un- 
Character and 
honesty must be evident in the 
contractor's dealings with the own- 
er. He must be determined to do 


der consideration. 


a good job, conscientiously and 
faithfully complying with the terms 
of the contract and conforming to 
the plans and specifications. He 
must be one who will not skimp 
the job nor attempt to use inferior 
material and labor, but who is de- 
termined to give the owner a com- 
plete and satisfactory job for the 
contract price. The applicant must 
be one who is honest with his la- 
bor, paying them the going wage 
and willing and anxious to pay 
them promptly their full time and 
full wage. He must also be honest 
with his surety and his insurance 
company, giving full and complete 
information to his surety as to his 
experience, his financial condition 
and his work on hand, and report- 
ing to his compensation and lia- 
bility carrier his payrolls, without 
any attempt to minimize the classi- 
fications carrying the larger rates 
nor magnify those classifications 
carrying lower rates. He must be 
honest with his bank, presenting it 
with proper credit information and 
paying his notes promptly without 
asking for unwarranted or undue 
extensions. And finally he must be 
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honest with his material men, pay- 
ing them promptly on the agreed 
terms without attempting to take 
undue discounts or claiming lower 
prices because of rejections of im- 


properly termed inferior material. 


EXPERIENCE COUNTS 

With the character of the appli- 
cant established, the next inquiry 
is made into experience. Naturally 
an underwriter does not expect a 
road contractor to take building 
contracts, nor a building contractor 
to take sewer or tunnel work. The 
contractor must be experienced in 
the line of work which he under- 
takes, otherwise he may travel the 
road leading to disaster to himself 
and to his surety. It is quite true 
that a man of large means may 
undertake a contract in which he 
is inexperienced, relying upon his 
means to employ capable superin- 
tendents and labor, and again re- 
lying upon those means to absorb 
a possible loss. Into experience, to 
some extent, also comes character, 
because it is the mark of a success- 
ful contractor to be able to meet, 
either from experience or charac- 
ter, the unforeseen which so often 
occurs in construction jobs. Sud- 
den rises in material prices, labor 
difficulties, bad weather and poor 
working conditions, unforeseen 
foundation conditions, wet ground 
where dry is expected, delays in 
collecting estimates—all these are 
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incidents which may harass the 


contractor and because of a lack of 
experience and character seriously 


embarrass him. 


Keystone Is CAPITAL 

And then we come to the third 
hallmark of the successful contrac- 
tor—capital—and this, in the words 
of a veteran contract bond under- 
writer, is the keystone of the arch. 
The contractor must have sufficient 
net current assets to finance his 
work, absorb the retained percent- 
age and finance the difficulties en- 
countered in the unforeseen inci- 
dents related above. Probably more 
losses accrue to contractors and 
their sureties through over-exten- 
sion, that is attempting to handle 
too large projects with insufficient 
capital, than through any other 
cause. Credit does not take the 
place of capital. No matter what 
credit is received, no matter what 
money is borrowed, it must be paid 
sooner or later, and it is far better 
for a contractor to confine himself 
to work within his capital resources 
than to attempt to do business 
largely on credit. 

In the further consideration of a 
construction contract bond applica- 
tion, weight must be given to the 
price at which the work is obtained. 
This is invariably done by a com- 
parison of the bids submitted. 

In the American way of life the 
majority is usually considered cor- 
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rect. So in contract bond under- 
writing, the opinion of other con- 
tractors, within reason, is consid- 
ered correct and the comparison of 
the bids is the yardstick by which 
the price is measured. 

Then the work that the contrac- 
tor has on hand, whether bonded 
or not, and, if bonded, whether or 
not covered by bonds of the com- 
pany to which application has been 
made, must be considered in order 
to determine the amount of capital 
required, not merely for the work 
on which bond is applied for but 
all other work under way. Too 
often a surety has been confronted 
by a loss occasioned by the failure 
of contracts of its principal in 
which the surety is not directly 
concerned. 

Consideration must also be given 
to the job itself. The majority of 
projects are comparatively simple 
to the experienced contractor, but 
obviously there are factors enter- 
ing into some projects which are 
not found in others. For instance, 
some years ago contractors and sure- 
ties approached what, at the time, 
was probably the greatest construc- 
tion project to be undertaken in the 
history of our country. That proj- 
ect was Boulder Dam. Such a 
structure had never been erected 
and there was to be considered not 
merely the flow of the river which 
was to be dammed, with its annual 
floods, but also the weather condi- 
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Boulder Dam—probably our greatest construction project 


tions at the damsite and the fact 
that, as originally projected, seven 
years was to be required for the 
completion of the dam. Here the 


contractors were undertaking a 
project the magnitude of which 
had never been equalled, and were 
in effect guaranteeing that their 
estimate of price would stand 
against changes in material and la- 
bor conditions over a period of 


seven years. Naturally this was 
greatly different from a contract 
which would take but one year. 
Time plays a great part in contract 
bond underwriting. 

As has been said, bid bonds for 
construction contracts are written 
in much the same manner as a con- 
struction contract. Everything en- 
ters into consideration except that 
the surety does not have the bids 
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to determine the sufficiency of the 
price. 

Guarantee or maintenance bonds 
follow much the same requirements 
of character, capacity and capital. 
A job honestly done will stand up 
through a guarantee or mainte- 
nance period, although there have 
been instances, in paving contracts 
particuarly, where changing traffic 
conditions have imperiled the prin- 
cipal and surety on a long-term 
maintenance bond. 

Supply contract bonds are under- 
written in the light of character, 
capacity and capital, but there the 
liability of the contractor and the 
surety is not so great. The true 
supply contract bond covers a con- 
tract for furnishing materials or 
products which are turned out in 
the ordinary course of a manufac- 
turer's operations and which are 
readily available in the open mar- 
ket. Of course, the supply contract 
classification has been extended be- 
yond its true meaning, in that now 
it applies to certain types of ma- 
chinery, equipment and the like 
which are manufactured according 
to standard specifications or cata- 
logued by the manufacturer, but 


are made especially for that par- 
ticular contract. In other words, 
they are articles which, because of 
their bulk and cost, are not kept 
in stock. 

This, briefly, is contract bond 
underwriting. There is no mystery 
or black magic involved. Only a 
knowledge of fundamentals and 
their proper application is needed. 
To some extent the contract bond 
field is specialized, that is, in its 
underwriting. But there is no rea- 
son why, with the forms and the 
information furnished by the surety 
company, any agent should not, 
with the help of branch office and 
home office underwriters, develop 
any case and make a proper pre- 
sentation. 

Proper presentation is essential. 
Underwriting on _ insufficient or 
sketchy information is dangerous 
if not calamitous, as is underwrit- 


ing in too great a hurry, without 
full knowledge of facts. Careful, 
intelligent, considered underwrit- 


ing of contract bonds is produc- 
tive of success and ample financial 
reward to both agents and com- 


panies. 


The human brain is a wonderful thing. It starts working the 
moment you are born and never stops until you stand up to speak 


in public. 


—Canadian Underwriter 
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¢ Although there are literally 
hundreds of varieties of mis- 
cellaneous bonds, they are not 
difficult to handle if producers 
will take the trouble to learn 
fundamental principles 


Profit in Miscellaneous Bonds 


RODUCERS SHOULD have a work- 
Pi. knowledge of miscellane- 
ous surety bonds for two reasons: 
First, because such bonds can in 
themselves be a worthwhile source 
of revenue; and second, because 
any producer who wants to be a 
well rounded expert on insurance 
and surety lines must be prepared 
to handle applications for these 
bonds intelligently. Then, too, the 
writing of miscellaneous bonds 
may provide the entree which will 
lead to other lines of insurance and 
suretyship. 

Some of the main 
bonds included in the miscellane- 
designation are: License and 
liquor—state and Federal, 
ware- 


categories of 


ous 
permit, 

revenue, 
lost security, 


customs, 
freight, lease, 
financial 


internal 
house, 
workmen’s compensation, 
guarantee and miscellaneous in- 
demnity. 

The field for license and _ per- 
mit bonds varies in different lo- 


calities depending on what busi- 


By ALBERT H. USSELL 


ness and transactions are réquired 
by local laws, ordinances and regu- 
lations. A license usually represents 
authority to carry on a particular 
business, while a permit represents 
authority to do a particular act or 
often in the course 
For 


stance, one may require a license 


series of acts, 
of operating a business. in- 
to engage in the business of hang- 
erecting for others, 
while those for whom the work is 
done may require a permit to have 
sign erected and to 


ing or signs 


a_ particular 
maintain it. 

One way to understand license 
and permit bonds is to consider 
what they are intended to do, with 
of each. In gen- 
more 


a few examples 
eral, these bonds do one or 
of the following: 

(1) Guarantee compliance 
health or safety laws, 
ordinances or regulations 


with 
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(plumbers, electricians, sign 

erectors). 

(2) Guarantee compliance 
with laws to protect the pub- 
lic against unfair or fraudu- 
lent practices or failure of 
licensees to carry out a finan- 
cial obligation (commission 
merchant, collection agency, 
auctioneer, loan company, milk 
dealer, laundry, securities deal- 
er). 

(3) Guarantee payment of 
taxes (gasoline tax, cigarette 
tax, amusement tax). 

(4) Protect the public 
against injury to person or 
property (blasting, fireworks, 
drainlayers, excess loads, bu- 
tane gas dealers). 

In general, bonds of the first 
group are the most freely written 
because they are the least hazard- 
ous. Applicants for bonds of the 
second group should be, first of all, 
excellent moral risks; second, ex- 
perienced in their line and third, 
financially able to carry out their 
obligations. The third group re- 
quire qualifications similar to the 
second, with considerable emphasis 
on financial responsibility. Finan- 
cial statements and full investiga- 
tion of standing, reputation and ex- 
perience are necessary. The fourth 
group generally require financial 
responsibility and experience. Un- 
derlying insurance is often avail- 
able and required as a safeguard. 
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License and permit bonds also 
vary as to who may recover under 
the bond. Many bonds, particu- 
larly of the first group, merely pro- 
tect a municipality itself, either 
against direct loss, or against indirect 
loss caused by claims against the 
municipality by third parties. Other 
bonds, particularly in groups two 
and four, give direct protection to 
third parties who are allowed to 
sue the principal and surety in 
their own names. This feature 
makes such bonds more hazardous 
and troublesome, as is reflected 
in the fact that “third party” 
bonds usually take a higher rate 
than the general run of license and 
permit bonds. 


ANNUAL Bonps 

Some bonds are annual, that is, 
new bonds must be executed each 
year, with the result that there may 
be cumulative liability totaling the 
bond penalty multiplied by the 
number of renewals. This is often 
of minor importance, but some- 
times it can be a quite unfavorable 
factor, depending on the practical 
situation. 

Other bonds are continuous, and 
run indefinitely without any action 
by the surety to renew them. Some 
bonds contain a definite expiration, 
usually one year, with a provision 
that the bond may be continued 
from year to year by the execu- 
tion of a continuation certificate. 
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This is a favorable form, for while 
requiring a little work in executing 
the continuation certificates, such 
certificates usually provide that 
liability shall not be cumulative, 
so that total liability is limited 
to the bond penalty. 

Space does not permit a detailed 
discussion of individual license and 
permit bonds. However, if the 
producer will keep in mind the 
generalities in the preceding para- 
graphs, he should be able to han- 
dle intelligently almost any license 
or permit bonds which may arise, 
provided he will make an analysis 
of the risk with respect to the fol- 
lowing: 

(1) What is the precise 
obligation of the bond? This 

can be determined from a 


study of the bond form, plus 
oftentimes a study of the law 
or ordinance under which the 
bond is required. Information 


about the practical aspects 
and experience is also helpful. 

(2) What are the qualifi- 
cations of the applicant. as to 
character, ability and experi- 
ence and financial responsibil- 
ity? The requirements in these 
respects will vary in accord- 
ance with the nature and haz- 
ards of the bond. 

(3) What safeguards exist 
or may be imposed in the way 
of supervision, underlying in- 
surance, additional indemnity 
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and in rare cases, collateral? 

(4) How long will bond 
run? Is it cancellable? 

This same analysis can be ap- 
plied to any other type of surety 
bond including the various classes 
hereinafter discussed. 

Beer and liquor bonds are re- 
quired in some states of retailers, 


sx 
Albert H. Russell 


wholesalers, manufacturers, im- 
porters, transporters and various 
other types of licensees. These 
bonds vary in the same ways as 
license bonds as to purpose, who 
may recover, term or duration and 
hazard. Liquor bonds generally are 
considered desirable business, and 
in some localities they are an impor- 
tant source of revenue. 
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The Federal government re- 


quires bonds, often in substantial 


amounts, from brewers, winemak- 
ers, distillers, warehousers, export- 
ers and others dealing with intoxi- 
cating beverages. It also requires 
bonds from those handling indus- 
trial alcohol, including manufactur- 
ers, warehousers, dealers and 
users, such as hospitals and scien- 
tific institutions and manufacturers 
using alcohol in their manufactur- 
ing processes. The purpose of these 
bonds is to guarantee that the prin- 
cipals will comply with the laws 
of the United States, the regula- 
tions of the Treasury Department 
and the conditions of their permits, 
or else pay prescribed penalties and 
taxes. This 
from experienced 
good character who have sufficient 
responsibility to make 
good in the default, 
whether it be intentional or merely 


business is desirable 


applicants of 


financial 
event of 


technical. 


INTERNAL REVENUE BONDS 


Internal revenue bonds include 
in addition to Federal liquor and 
alcohol bonds above mentioned, 
bonds required of various dealers 
in tobacco such as tobacco manu- 
facturers, cigar and cigarette man- 
ufacturers, dealers in leaf tobacco, 
exporters, etc. The purpose of the 
various bonds is to assure the gov- 
ernment that it will be paid all 


the taxes to which it is entitled. 
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Applicants range from the. largest 
tobacco companies to small “hole- 
in-the-wall” operators. Experience 
has been favorable, and the im- 
portant thing is to be sure that 
applicants have the qualifications 
to carry out their particular obli- 
gations. Other internal 
bonds include those covering gaso- 
line, oleomargarine and _ other 
products on which there is an in- 
ternal revenue tax, and also bonds 


revenue 


which guarantee the payment of 
ftncome taxes. 


Customs Bonps 

Customs bonds are given to the 
United States government by im- 
porters and by warehousers, trans- 
porters and handlers of imported 
merchandise. The purpose of the 
bonds is to protect the revenue of 
the United States by seeing to it 
that all import duties are paid and 
that the customs laws and regula- 
tions are observed. Premium rates 
for some customs bonds are very 
low, but regular importers may 
require bonds’ in _ substantial 
amounts, so that the premiums on 
individual bonds are often large. 
Applicants should know the ropes 
of customs procedure, in addition 
to being good risks from the morai 
and financial standpoints. 

Warehousers of grain and other 
agricultural commodities who _ is- 
sue receipts 
quired bv the statutes of various 


warehouse are re- 
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Premiums on individual customs bonds are often large 


agricultural states, or by the U. S. 
Department of Agriculture, to give 
bond for the protection of ware- 
house receipt holders. Character, 
experience and financial ability to 
carry out their contracts are the 
important requisites for 
bonds. 

Lost security or lost instrument 
bonds are needed by owners of 
stocks, bonds or other instruments 


these 


when the security has been lost or 
destroyed. Before the issuing com- 
pany will issue a new instrument 
to replace the one missing, or re- 
the without its 
presentation, a bond is usually re- 
quired to protect the issuer, and 
frequently its transfer agent and 
registrar, from loss in the event the 
original reappears in other hands. 

Such bonds are sometimes in a 


deem instrument 
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fixed penalty binding the principal 
and surety in a specified amount, 
usually twice the value of the lost 
security. Often the bonds are re- 
quired in open penalty, limited only 
to the highest amount for which 
the surety may legally bind itself, 
so that the obligees are fully pro- 
tected no matter how greatly the 
market value of the lost security 
may increase. The bond furnishes 
protection for an indefinite period 
for which a single term premium 
is charged. The rates vary in ac- 
cordance with the type of security 
covered and whether the bond is 
in fixed or open penalty. 

Underwriters are interested in 
knowing how the security was lost 
or destroyed, whether it was en- 
dorsed in blank or was otherwise 
freely marketable, what is the 
moral and financial standing of the 
applicant, and sometimes whether 
other indemnity is available or 
whether the duplicate security can 
be retained by the surety for an 
agreed period of time. 


FREIGHT Bonps 

Freight bonds are given by ship- 
pers to railroads or other carriers 
to guarantee payment of demur- 
rage or freight charges, or to pro- 
tect the carrier in the event that 
it delivers freight to the shipper 
without prior surrender of the bill 
of lading, or diverts or stops freight 
in transit, or the like. The appli- 
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cants for such bonds should be 
100 percent good moral risks and 
abundantly solvent. 

Employers in some states are 
permitted to self-insure workmen’s 
compensation, provided they give 
bond to guarantee payment to in- 
jured employees under the law. 
Such bonds are extremely hazard- 
ous, as payments may have to be 
made for many years. In other 
words, they are long-term financial 
guarantees, and are written only 
with collateral, or for employers 
of the very highest financial stand- 
ing and stability. 


LEASE Bonps 
Lease bonds which guarantee 
payment of rent during the term 
of the lease are, of course, finan- 


cial guarantees and must be han- 
dled accordingly, having due re- 
gard to the duration of the obli- 
gation, the circumstances under 
which bond is required and the 
moral and financial responsibility 
of the lessee principal. Usually 
these are collateral cases. If the 
bond guarantees performance of 
other covenants, the precise obli- 
gation and circumstances must be 
taken into account. There are other 
lease bonds which run to the 
United States government or to 
states, covering leases of land with 
oil, coal or other mineral deposits. 
These bonds are given somewhat 
more freely for experienced and fi- 
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nancially responsible applicants. 
There are literally hundreds of 
varieties of miscellaneous bonds 
which cannot be discussed within 
the space of this article. Some are 
required by law following a pre- 
scribed bond form and others are 
“tailor-made” to fit some unusual 
business transaction. In all of 
these situations corporate suretyship 
makes a real contribution to the 
business world, enabling parties to 
enter into agreements or grant con- 
cessions which would not be pos- 
sible without the protection of a 
bond. Some miscellaneous indem- 
nity bonds are of such nature that 
their protection is needed for a 
short or measurable time and the 
principal will within a year or two 
be able to furnish cancellation evi- 
dence to the surety. For such 
bonds, annual rates are provided, 
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the total premium paid depending 
on the duration of the bond. Other 
bonds are required to protect the 
obligee indefinitely, and it would 
not be fair or practicable to charge 
a premium each year. For these 
bonds a single term premium is 
provided to cover the entire dura- 
tion of the bond. 

No more definite suggestions 
can be made for handling miscel- 
laneous bonds in general than have 
been given earlier in this article 
with respect to license and permit 
bonds. If the producer or under- 
writer will analyze the obligation, 
the qualifications of the applicant, 
the safeguards and the probable 
duration, he will be able to handle 
intelligently almost any miscellane- 
ous bond and he will generally find 
the experience stimulating as well 
as profitable. 


Chimney 


Mountain Girl: Doctah, Ah cum to see y’all about 
my Grandmaw. We gotta do somethin’ bout her 


smokin’. 


Doctor: Oh, now, Elviry, I wouldn’t fret too 
much about that. Lotsa women smokes. 
Mountain Girl: Yeah, Ah know, but Grandmaw 


inhales. 


Doctor: I still wouldn’t fret, Elviry. Lotsa women 


inhales. 


Mountain Girl: Ah knows thet—but Grandmaw 


don’t exhale! 


—The Concentrator 





@ Modern business is particu- 
larly vulnerable to losses from 
forgery, and every agent 
should have at least a general 
knowledge of the various cov- 
erages available 


Avoid Those Forgery Losses! 


HE RISK of loss through forgery 
T is inescapable in all financial 
transactions. Modern business is 
particularly vulnerable to this type 
of dishonesty. 

This is true in a general sense 
because of the tremendous and 
ever increasing volume of checks, 
drafts, notes, securities, and other 
written instruments that are now 
in circulation. It is true for each 
individual and each business con- 
cern or other organization, because 
of the extent to which reliance is 
placed today upon those written 
instruments. 

Operating funds may suddenly 
be found to have vanished because 
of checks forged against a deposit 
account. Checks received and con- 
sidered the same as cash may turn 
out to be worthless. Money loaned 
may never be recoverable because 
a signature or collateral relied upon 
was forged. Investments represent- 
ing essential reserves, or even the 


“ 


bulk of that important item “as- 
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sets,” may turn out to be valueless. 
All persons through whose hands 
such written instruments pass, or 
who deal with them in any way, 
may have assumed responsibilities 
for them which could result in seri- 
ous monetary loss. 

Because protection against such 
risks should be a part of every in- 
surance program, it is important 
for every producer to have at least 
a general knowledge of the cover- 
ages offered. 

Formerly, forgery insurance was 
available largely under separate 
specific forgery bonds and policies, 
most of which were very limited. 
The outstanding development in 
this field in recent years has been 
the furnishing of this coverage un- 
der broadened blanket-type insur- 
ance, usually in conjunction with 
other related insurance. Such 
clauses are now included in most 
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blanket bond forms for financial 
institutions. The dishonesty, disap- 
pearance and destruction policy 
(the so-called comprehensive 3-D 
policy) includes the broad forgery 
protection of the depositors forgery 
bond, along with employee dis- 
honesty, and burglary, robbery and 
disappearance of money and secur- 
ities coverage, all in the same pack- 
age, for other insureds. This pro- 
tection is not only broader today 
than ever before, but in most cases 


it is provided at a lower cost. 


Depositors Forgery Bond 

Of interest to all 
money on deposit against which 
checks are drawn, or who draw or 
honor drafts, is the depositors for- 
gery bond. This is Insuring Agree- 
ment V of the comprehensive 3-D 
policy. It may be sold to any per- 
son, firm or corporation with the 


who have 


exception of banks and savings and 


loan associations. 

The instruments covered include 
the insured’s checks, drafts, prom- 
issory notes, bills of exchange, or 
similar written promises, orders, or 
directions to pay a certain sum of 
money. These may be drawn by 
the insured, or by an agent of the 
insured, or drawn upon the insured 
.by others. 

The insured’s depository bank is 
given the benefit of the protection 
as well, in order that reimburse- 
ment of the insured need not de- 


pend upon, or await determination 
of, responsibility for the loss, and 
in order to avoid any disruption in 
the insured’s relationship with the 
bank which might result from any 
action against it for recovery and 
which could jeopardize existing 
valuable credit facilities. 

A check drawn in favor of a 
named individual may, in certain 
circumstances, be considered pay- 
able to bearer, or to a person other 
than the one named, and the act 
committed may be construed as 
other than forgery. The bond, 
therefore, specifically covers, 
whether or not “forgery” within 
the law, in the case of: (a) Fic- 
check or draft 
(b) impersonated 
payee endorsement when check or 
draft procured in a “face-to-face” 
transaction with the insured by one 


titious 
endorsement; 


payee 


impersonating another; (c) bearer 
payroll check, draft or order payee 
endorsement. 


EMPLOYEE EXxcCLusion RIDER 

It is possible to eliminate pro- 
tection against forgery by officers 
or employees of the insured by at- 
taching an exclusion 
rider. Although this reduces the 
cost by one-half in most cases, the 


employee 


exclusion is not usually to be rec- 
ommended. Such additional em- 
ployee dishonesty through forgery 
coverage is provided at a very rea- 
sonable price and it is generally 
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needed. Also, the employee forgery 
loss, when covered, is assumed pri- 
marily under the depositors forgery 
bond, thus protecting the insured’s 
fidelity experience credit. 


An optional incoming check 


rider provides an additional insur- 
ing clause to cover, in a separately 
designated amount, losses through 
forgery of those instruments in the 


nature of checks which are re- 
ceived by the insured in payment 
of services rendered or property 
sold and delivered. The clause does 
not cover such instruments as are 
merely cashed by the insured, nor 
those received to apply against 
credit extended. Recovery is lim- 
ited to 75 percent in any trans- 
action. This coverage is, however, 
of lesser importance because such 
losses are not likely to prove as 
serious from the standpoint of 
amount. 


Securities Forgery 

Forgery coverage in connection 
with securities is available under 
the securities bonds, Standard 
Forms No. 8 and No. 4. These may 
be sold to any person, firm or cor- 
poration without exception. 

In Form 38, optional insuring 
clauses provide protection in the 
case of forged, altered, lost or 
stolen securities, which the insured 
may have purchased or acquired 
(with optional sub-divisions as to 
type of securities), sold or deliv- 
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ered, and on which signatures are 
guaranteed. 

Form 4 furnishes coverage in 
connection with the issuance, regis- 
tration, transfer or redemption of 
securities, under various optional 
clauses, for the protection of the 
issuing company or the transfer 
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agent, fiscal registrar or 
trustee. 

There is a form of bond known 
as the family forgery bond, which 
combines check forgery protection 
similar to that of the depositors 
forgery bond with securities for- 
gery protection for any individual, 
for his own benefit and that of his 
immediate family in their personal 


financial transactions. 


agent, 
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Blanket Bond Clauses 

Two forgery insuring clauses are 
included in the blanket bond forms 
for banks, investment dealers, stock 
brokers and insurance companies. 
They are optional with the insured, 
and may be taken in the full 
amount of the bond or in lesser 
amount, as desired. 

The first of these clauses (Insur- 
ing Clause D) protects against loss 
in the case of forged checks, drafts, 
and certain other somewhat similar 
instruments commonly handled by 
the insured, including, where ap- 
propriate, both those instruments 
issued and those received. The cov- 
erage under this clause for insur- 
ance companies corresponds with 
that of the depositors forgery bond. 

The second blanket bond clause 
(Insuring Clause E) protects these 
institutions against loss on account 
of forged securities. Such loss may 
occur through having purchased, 
acquired, extended credit on the 
faith of, sold, delivered, guaran- 
teed signatures, or otherwise acted 
on securities or other written docu- 
ments, including notes, which prove 
to have been forged, altered, lost 
or stolen. 

Insuring Clause D is usually 
considered a necessary part of the 
blanket bond. Insuring Clause E 
is gaining in popularity as a more 
desirable form of protection than 
the separate clauses of the securi- 
ties bonds covering only specified 
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types of transactions or documents. 

In view of the special character 
and limited operations of savings 
banks, savings and loan associa- 
tions and credit unions, a single 
blanket forgery clause is included 
in the blanket bond forms for those 
organizations, insuring against loss 
through forgery or alteration of 
any instrument. This includes 
checks, drafts, notes and securities 
of all kinds under the one clause. 
Sales Pointers 

Good sales points for the deposi- 
tors form may be found right in 
the insuring themselves. 
Note the protection to the bank as 
well as to the insured. Notice the 
court costs and attorneys’ fees cov- 
erage. It is obvious, too, that when 
the depository bank is relieved of 
any responsibility in the case of 
“fictitious payee” checks, the “face- 
to-face” transactions, and the bear- 
er payroll checks, a depositor can 
only protect himself against loss 
by the purchase of insurance. 

Notwithstanding such responsi- 
bility as the depository bank may 
have generally under the law, 
there are many other possibilities 
of losses which may not be recov- 
erable from the bank. Any agent 
can obtain from his company in- 
formation as to circumstances in 
which the depository has been re- 
lieved of responsibility and the loss 
falls upon the depositor. This may 
be because there is considered to 
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Forged checks are a common form of loss to banks 


be negligence on the part of the 
depositor in various ways; it may 
result from failure of the depositor 
to report a forgery or alteration 
within the time stipulated by law. 
Many such laws apply even to 
forged endorsements. 

It is much better, anyway, and 
may even be essential to the de- 
positor, to obtain immediate reim- 
bursement rather than risk a long 


delay in recovery, possibly years, 
while the courts are deciding the 
matter of responsibility, the de- 
positor meanwhile being deprived 
of that much of his working capi- 
tal. Furthermore, lawsuits are ex- 
pensive. 

An insured on whom drafts are 
drawn is ordinarily subjected to 
the full risk of forgery without any 
responsibility on the part of a bank, 





1950 


except possibly in the case of en- 
dorsement. 

Facsimile signatures are now in 
common use on checks. The Ameri- 
can Bankers Association “Digest of 
Bank Insurance” includes the fol- 
lowing in its mention of this cover- 
age available to bank customers: 

“Depositors forgery insurance 

is particularly desirable in re- 

spect to customers’ mechan- 
ically signed checks, 
such checks afford practically 
no chance for the bank to de- 
tect which is forged, 
raised or wrongfully issued. 
Some banks require customers 


since 


one 


using mechanical signatures to 
carry forgery bonds, in addi- 
tion to an agreement by which 
the customer relieves the bank 
of liability for payment of me- 
chanically signed checks when 
they resemble the authorized 
specimens on file.” 
Mechanically reproduced _ fac- 
simile signatures are treated the 
same under this bond as handwrit- 
ten signatures. 

Dishonest former employees rep- 
resent a potentially great forgery 
risk to an insured because of their 


special knowledge of his business 


affairs and banking arrangements 
and the opportunity they have had 
to obtain actual forms of the in- 
sured during the period of their 
employment. 
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Financial Institutions 


Forged checks are a common 
form of. loss to banks and no spe- 
cial arguments are needed to ac- 
quaint them with the desirability 
of check forgery insurance. 

Brokers and investment dealers 
are well aware of the forgery risk 
involved in the purchase and sale 
of securities and the responsibilities 
assumed by them under stock ex- 
change rules and regulations. 

Financial institutions which loan 
money have an exposure in that 
connection which alone warrants 
the purchase of broad securities 
forgery protection. For instance, in 
the making of a mortgage loan the 
true identity of the mortgagor may 
not be certain, and even though 
there may seem to be no question 
as to his identity, the person ap- 
pearing with him and signing as 
his wife may actually prove to be 
an imposter. Sometimes such sig- 
natures or those of other co-signers 
or endorsers are not affixed in the 
presence of the insured. They may, 
and sometimes do, turn out to be 
forgeries. Here are some actual 
cases. 

Mary Doe had trivial dealings 
with a bank and posed as the wife 
of a wealthy farmer known to the 
bank. She subsequently requested 
a loan with cattle as security, say- 
ing her husband was too busy to 
come in personally. The bank gave 
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her a promissory note and chattel 
mortgage form with instructions to 
have her husband sign both. She 
forged the farmer’s signature to the 
promissory note and chattel mort- 
gage, and delivered the instru- 
ments to the bank, which granted 
the loan and paid her in cash at 
her request. As it turned out, she 
was not the wife of the farmer, 
she was never heard from again, 
and the loan was not collectible. 

Another insured made a loan 
taking as collateral a certain stock 
certificate. The loan was renewed 
from time to time and the insured 
continued to hold the collateral. 
Finally, it was necessary to fore- 
close on the collateral. Sale of the 
stock certificate enabled the in- 
sured to recover the amount of the 
loan, but several years later they 
learned from the issuer of the 
stock that the certificate was a for- 
gery, and it was necessary for them 
to return the amount obtained from 
its sale. 

The possibilities of loss are really 
limitless; they vary according to the 
business conducted. 

A survey made recently of sav- 


ings and loan associations devel- 
oped the fact that forgery insur- 
ance is included in 75 percent of 
the Form 22 blanket bonds. That 
indicates the general acceptance of 
the need of protection on the part 
of such associations, yet there is 
still room for a more complete sale 
of the coverage even in that field. 

It was estimated several years 
ago that losses through check for- 
gery in this country run as high as 
$300,000,000 a year. The need for 
forgery insurance is even greater 
today. “Uniform Crime Reports,” 
published by the Federal Bureau 
of Investigation, include the num- 
ber of arrests for forgery and coun- 
terfeiting. That figure for the first 
six months of 1949 is 177.8 per- 
cent higher than for the corre- 
sponding period of 1944. News- 
paper reports are frequent remind- 
ers of the growing number of for- 
geries. 

Protection against loss from for- 
gery is truly of vital importance to 
every insured, Broad and adequate 
coverages are available. The pro- 
ducer’s responsibility to each client 
should be evident. 


be 


The farmer had watched the motorist working on his second-hand car for 
about an hour. “What are you looking at?” asked the motorist. “Is this the 


first motor car you ever saw?” 


“No,” was the reply, “but it’s very much like it.” 


—Insurance Digest 





FRANK P. Casey, vice president of the 
National Surety Corporation’s court 
bond department, has been identified 
with the surety industry for the last 
25 years. His early training began 
with the Aetna Casualty & Surety Co., 
later with the Union Indemnity Co., 
and he joined the National Surety in 
1935. He was graduated from Holy 
Cross College and took his law degree 
at Fordham University. He is a mem- 
ber of the New York Bar. (Judicial 
Bonds—A Vast Market, page 12.) 
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Cuar.es C, Conon is vice president 
of the United States Fidelity & Guar- 
anty Co., in charge of its contract 
bond department. Born in Baltimore, 
he attended Loyola College of that 


city. He joined the U. S. F. & G. 

1906, and remained there until 1922, 

when he joined the Globe Indemnity 

Co. in Newark. He returned to his 

present company in 1924. (Selecting 

the Contract Bond Risk, page 42.) 
gone 


RaymMonp H. Dexter has been asso- 
ciated with the Hartford Accident & 
Indemnity Company’s bonding de- 
partment since 1914, and has devoted 
special attention to fidelity lines since 
1916. In 1923 he was appointed as- 
sistant superintendent of the depart- 
ment and in 1934, superintendent. He 
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was elected an assistant secretary in 
1936, and a secretary in February 
1948. Mr. Dexter is a graduate of 
Trinity College. (Bonding Financial 
Institutions, page 35. ) 

7 7 7 
Epcar F. Foster, vice president of 
the Fidelity & Deposit Co. of Mary- 
land, has spent his entire business 
career there, starting as stenographer 
and later becoming secretary to the 
late George H. Gist, vice president in 
charge of the fidelity department. 
When that department was reorgan- 
ized, Mr. Foster was placed in charge 
of the Federal official and miscellane- 
ous bond division. He was subse- 
quently named assistant manager of 
the fidelity department; elected a vice 
president in 1945; and in 1947 placed 
in charge of the fidelity department. 
(The Fertile Fidelity Field, page 3.) 

7 7 7 


Puitip P. Larinc is superintendent of 


the public official division, fidelity and 


surety department of the Aetna 
Casualty & Surety Co. Born in Hart- 
ford, he was educated at the Uni- 
versity of Dayton. He joined Aetna 
in 1927, and became assistant super- 
intendent of the public and Federal 
official division in 1940, and super- 
intendent in 1949. (The Country’s 
Biggest Business, page 21.) 
7 7 7 

Water J. NicHois, a graduate of 
the University of Michigan, joined the 
Standard Accident Insurance Co. in 
1923, as a_ student trainee, after 
which he served for a year as a spe- 
cial agent working out of the com- 
pany’s Philadelphia branch, later 
traveling through Michigan, Ohio, 
Indiana and Illinois. Called to the 
home office in 1925, he became as- 
sistant superintendent of the fidelity 
division in 1927, and in 1928 super- 


intendent of that division of the com- 
pany’s bonding department. In 1943 
he was promoted to executive secre- 
tary where he supervises the fidelity, 
banker’s blanket, forgery and public 
official bond departments. (Avoid 
Those Forgery Losses!, page 56.) 

7 7 v 
Davip Porter, educational director of 
the Surety Association of America, 
joined the Association in November 
1945, following three years of service 
in the Navy. As a lieutenant com- 
mander, he was public relations offi- 
cer for the Navy’s billion-and-a-half- 
dollar war bond program. Prior to his 
service career, he was eastern edi- 
torial bureau manager in New York 
for The Insurance Field; associate edi- 
tor of The Spectator, and engaged in 
daily newspaper reporting and in ad- 
vertising work. (Why a _ Fidelity- 
Surety Issue?, page 1.) 

7 A 7 
AtBert H. Russe. is vice president 
and manager of the court and mis- 
cellaneous bond department of the 
American Surety Group. A graduate 
of State Teachers’ College in Superior, 
Wisc., he joined the American Surety 
Company's Metropolitan Branch in 
1925. Entering the home office court 
bond department in 1928, he became 
its manager in 1934, and was elected 
vice president in January 1949. He 
holds an LLB degree from New York 
University. (Profit in Miscellaneous 
Bonds, page 49.) 
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Machemer. Cover design and _ spot 
drawings, M. J. Kopsco. 
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